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ORDER AND NOTICE OF ORAL HEARING BEFORE THE COMMISSION 
° EN BANC 


By THE ComMIssION: CoMMISSIONER BarTLey DIssENTING 
AND IssuinG A STATEMENT; ComMISSIONER Cox Concur- 
RING AND ISSUING A STATEMENT IN WHICH CoMMISSIONER 

. JonNsON JorNs. 


1. This proceeding involves applications filed March 31, 
1966, by American Broadcasting Companies, Inc. (ABC) for 
Commission approval of assignments and, transfers of ABC’s 
broadcasting licenses toa new corporation of the same name 
which, will be a wholly owned subsidiary of International Tele- 
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phone and Telegraph Corporation (ITT). The applications 
contain and are accompanied by masses of data and numerous 
exhibits setting forth in great detail all of the factual informa- 
tion normally sought by the Commission in transfer proceed- 
ings, together with a large amount of additional information 
concerning the corporations involved. 

2. On July 20, 1966, the Commission sent letters to the 
presidents of ABC and ITT requesting a further statement on 
specified points relating to the future operations of the new 
licensee company and ITT’s public interest responsibilities in 
connection therein. On July 25, 1966, replies to these letters 
were received by the Commission from both ABC and ITT. 
The Commission’s letters and the replies are part of the file 
herein. There are no oppositions filed against the. proposed 
merger and assignments of licenses other than by the licensee 
of Radio Station KOB at Albuquerque, New Mexico relating to 
its own competing application for the frequency occupied by 
Station WABC in New York City, which is one of the stations 
proposed to be transferred to the new ABC. 

3. The great bulk of data supporting the application is 
factual and statistical in nature. The Commission’s review of 
such data has not indicated any questions of fact concerning 
the proposed transactions, nor has any such question been 
raised or called to our attention by any interested party. In 
this regard we note that the KOB opposition does not raise any 
broad question or factual issue concerning the merger plan as 
a whole, but rather a specific issue of right to a comparative 
hearing on a single frequency, which right we believe can fully 
be protected irrespectively of any comprehensive action taken 
on the merger proposals. . : 

4. In light of the above, the Commission accepts the factual 
representations in the filings in this proceeding as authentic 
and accurate statements of fact and as evidence constituting 
the record herein. However, so as to preserve the right. for 
interested parties to raise any such questions of fact:as may 
appropriately be shown we are herein establishing a. prece- 
dure .whereby any party desiring to offer other or further evi- 
dence in this proceeding may file a written statement of such 
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evidence within 20 days of the date of release of this order. 
Any statement of facts so. filed ‘will be accepted and received 
as evidence herein, subject to all proper objections and argu- 
ments .as to relevance and materiality, unless an objection is 
filed challenging the authenticity or accuracy of such state- 
ment within five days after the filing and service upon the 
parties of any such statement of facts. In the event of such an 
objection, the Commission will issue an appropriate order as 
to the controverted matters. We follow such a procedure on 
our present conclusion that no evidentiary hearing for the ad- 
judication of contested facts is required, and that we can ap- 
propriately compile a full and accurate factual record without 
such hearing on which to base our legal and policy determina- 
tions in the matter. 

5. The Commission has concluded however that the pending 
proposals do raise legal and policy issues of substance and sig- 
nificance which require the Commission’s further consideration 
in an oral hearing before it en banc. Such a hearing will pro- 
vide a further opportunity for the exploration of such issues 
on a formal record which should materially assist the Com- 
mission in its consideration of an action upon such issues. 
Accordingly, the Commission orders that an oral argument 
upon such applications be held before the full Commission on 
September 19, 1966, at 10 A.M. in the Commission’s hearing 
room in Washington, D.C. The Commission requests the par- 
ties to address themselves to the general issues whether the 
proposed transfers will (a) Increase unduly economic concen- 
tration in any market or field; (b) Affect competition in broad- 
casting and. whether such effect would be consonant with or 
contrary to the public interest; and (c) Generally serve the 

- public interest. The applicants may also desire to supplement, 
or otherwise cover, matters raised by the Commission’s:in- 
quiries of June 20, 1966 and: the replies thereto (see Para- 
‘graph ‘2, above). In addition, the applicants should, insofar as 
possible, be prepared to address themselves to-all issues of law 
and_policy.(as well-as any factual issues pursuant to. Paragraph 
4, above), which may be raised for discussion by the Commis- 

“sion or any party to the proceeding. - 
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6. The Commission’s Broadcast Bureau and Common Car- 
ner Bureau will participate in the oral hearing. The Commis- 
sion anticipates that both Bureaus will, in matters under their 
respective jurisdictions, raise all pertinent questions of law and 
policy so that we may have a complete record before us. Other 
interested parties, including Radio Station KOB (see Para- 
graph 8 above), may ask to be heard with respect to any ques- 
tion affecting the Commission’s disposition of the pending 
applications. In addition, oral presentations may cover and in- 
clude any factual question that may have been raised in ac- 
cordance with the procedures set forth in Paragraph 4 above. 

7. Interested parties desiring to appear and be heard before 
the Commission shall file a statement on or before September 
5, 1966, designating the attorneys and other spokesmen or 
officials who would appear and indicating the length of time 
which they anticipate would be required for their presenta- 
tion. Such parties should also generally indicate the subject- 
matter of theit presentation, that is, the particular issues to 
which they would address themselves. The Commission will 
upon the receipt of the indicated written statements, issue such 
further order prescribing the order of appearance of parties to 
be heard, the length of their presentations and such other pro- 
cedures for the oral argument as may be appropriate in the 
circumstances. 

8. Following the oral hearing designated herein the Commis- 
sion will consider and take such further action upon the pend- 
ing applications, both procedurally and substantively, as may 
be required by the record then before us. 

FreperaL CoMMUNICATIONS CoMMISSION,” 
Ben F. Warts, Secretary. 

Adopted: August 17, 1966. : 

Released: August 18, 1966. 


* See attached dissenting statement of Commissioner Bartley. See attached 
concurring opinion of Commissioner Cox in which Commissioner Johnso! 
joins. ia P . 
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DISSENTING STATEMENT. OF COMMISSIONER ROBERT T. BARTLEY 


I dissent and vote for a formal evidentiary hearing pursuant 
to Section 309(e) of the Communications Act and Sections 5, 
7 and 8 of the Administrative Procedure Act, for the reasons, 
among others, given in my statement opposing issuance of 
the July 20, 1966 letters of inquiry to ITT and ABC, which 
statement is incorporated herein by reference. 

The “Order And Notice Of Oral Hearing” is unique in that 
it is neither an oral argument pursuant to the Administrative 
Procedure Act nor an evidentiary hearing pursuant to Section 
309(e) of the Communications Act, yet it gives the appearance 
of both. The Commission majority, in accepting the factual 
representations in the filings by ITT and ABC as authentic and 
accurate statements of fact and as evidence constituting the 
record herein, seems to ignore the additional facts which would 
be developed in the evidentiary hearing I propose. See, for 
example, Issues 10, 11, 12 and 13. 

The “Order And Notice Of Oral Hearing” is, in my opinion, 
inadequate and ineffective since it will elicit opinion rather 
than evidence tested in the crucible of a formal hearing where 
the applicant must meet the burden of proof on specified issues, 
which is necessary to a resolution of the serious social, economic. 
commercial concentration, and other public interest questions 
here obtaining. 

In view of the foregoing, I vote for a formal evidentiary hear- 
ing on the following issues where the burden of proof is on the 
applicant: 

(1) To determine whether and the extent to which the 
economic and commercial relationships, and the business 
structure, operations and practices, of the applicant herein 
will involve undue concentration of economic power in 
a manner contrary to the public interest in broadcasting. 

(2) To determine whether and the extent to which the 
merger of ABC and ITT may be inconsistent with the 
policies set forth in the Antitrust laws. 

(3) To determine, in the light of the facts disclosed, and 
the conclusions reached under (1) and (2) above, whether 
consent to the application is consistent with the Commis- 
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sion’s policies to promote licensee responsibility, compet- 
itive opportunity and diversity in broadcasting. 

(4) To determine whether and the extent to which the 
applicant maintains and will continue to maintain directly 
or through its subsidiaries or affiliates, commercial rela- 
tionships with local, state, federal and other Governments, 
and the consequential impact on intra-corporate policies 
with respect to its network and station operations. 

(5) To determine whether and the extent to which 
consent to the merger herein would place applicant in 
position where it might be impelled or compelled to sub- 
ordinate its broadcast activities to its overall business in- 
terests. 

(6) To determine the commercial activities, including 
marketing and sale of various products and services car- 
ried on or manufactured or proposed to be carried on or 
manufactured by the applicant, particularly in the field 
of communications, communications equipment and ap- 
paratus, ownership, management and operation of com- 
munications systems, including the field of space and com- 
mon carrier communications. 

(7) To determine whether and the extent to which the 
commercial activities of the applicant and its marketing 
of goods and services will affect competition among adver- 
tisers and prospective advertisers for broadcast time and 
opportunity. 

(8) To determine whether and the extent to which con- 
sent to the merger herein may bring about concentration 
of control of facilities for space transmission (either do- 
mestic or foreign) and domestic broadcast transmission in 
the same hands. 

(9) The extent to which applicant now owns, controls 
or has financial interests in, or proposes to own, control or 
acquire financial interests in broadcast facilities in foreign 
countries. 

(10) To determine the intra-corporate relations, poli- 
cies and practices established or carried on by ITT with 
its subsidiaries and affiliates as they may affect the inde- 
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pendence of judgment -by the management of such 
affiliates. 

(11). To determine the extent to which the management 
of operating subsidiaries and affiliates of ITT have been 
permitted independent operation. 

(12) To determine whether and the extent to which 
managements of ITT’s subsidiaries and affiliates have been 
changed and the relation between such changes and the 
business policies and practices of ITT as a parent. 

(13) To determine the extent of independent judgment 
to be accorded the operating management of the broad- 
casting enterprise and the extent to which its independ- 
ence will be affected by economic, commercial and other 
business considerations of the merged corporation. 

(14) To determine whether and the extent to which 
consent to the merger herein would enhance the ability 
of the applicant to provide a diversified program schedule 
in the public interest as alleged by the applicant. 

(15) To determine whether and the extent to which 
consent to the merger would add to the economic stability 
and commercial viability of the ABC broadcasting enter- 
prise—as alleged by the applicant—in a manner which 
will serve the public interest. 

(16) To determine whether and the extent to which 
the consent to the merger herein would encourage or 
impel other networks and licensees to enter into similar 
arrangements. 

(17) To determine the competitive effect, if any, of 
consent to the merger herein on the development and 
entry of additional networks in television. 

(18) To determine in the light of the evidence adduced, 
pursuant to the foregoing issues, whether the public inter- 
est, convenience and necessity would be served by a grant 
of Commission consent to the proposed merger. 
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CONCURRING OPINION OF COMMISSIONER KENNETH A. COX IN 
WHICH COMMISSIONER NICHOLAS JOHNSON JOINS 


I concur in setting this matter down for an oral hearing. It 
poses issues of too great importance to be handled in routine 
fashion. However, I believe the applicants should address 
themselves very carefully to the issues which Commissioner 
Bartley has indicated he believes should be explored in a full 
evidentiary hearing. While the procedure adopted here is in- 
tended to expedite disposition of this matter, it should never- 
theless permit exploration of these important questions in 
broad outline at least. 


[Exhibit 30.—Comparison of Primary Affiliates—Three 
Television Networks] 
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[Exhibit 34—TV Network Share of Audience: Prime Evening 


cBs 


Source: NTL, October-March each season, 1962-1966 Mon.-Sun. 7 :30- 
11:00 PM. 
*Avg. 44 Delays ; 4.2% of U.S. TV Homes. 


[Exhibit 35.—Network Early Evening News Share of 


Audience] 
326 


Source : NTI, AVG. October-March each year 1962-1966. 
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[Exhibit 36.—TV Network Share of Daytime Audience 
(Average of 7 Days) ] 


40.7 


Source: NTI, October-March each year 1962-1966, Mon.-Sun. 9:00 AM- 
5:00 PM. 


(60, p. 4] [Excerpt From Department of Justice Petition for 
Reconsideration] 


II. The Department of Justice had Good Reason for not 
Participating in the Earlier Stages of the Proceeding 


In this section we demonstrate, as required by Rule 1.106, 
that the Department of Justice had good reason for not re- 
questing the status of a party earlier and thus not participating 
formally in the prior proceedings of the Commission. 

The Department did not seek to intervene as a party to the 
proceeding because it had not completed its own investigation 
at the time of the Commission’s hearing and because prior to 
the Commission’s decision it was not clear that such interven- 
tion was necessary to inform the Commission that the proposed 
merger involved the possibility of serious anticompetitive 
effects. 

The Antitrust Division’s letter of December 20, 1966, set 
forth an analysis which, though summary in form, we believed 
sufficient to demonstrate that there are important issues that 
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need to be considered on a reopened and expanded record. We 
would have preferred to complete our analysis of the complex 
antitrust issues raised by the proposed merger long before De- 
cember 1966. But a brief review of the chronology of the De- 
partment’s investigation will make apparent why that was not 
possible. 

The Department opened its investigation within days of the 
announcement of the proposed merger in December 1965. It 
served a Civil Investigative Demand upon the parties, and was 
receiving information through April 1966. In March and.April, 
the Department * * *. 
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For Assignment of Licenses of Stations WABC, WABC- 
FM, WABC-TV, New York, N.Y.; WLS-FM, WBKB, 
Chicago. Ill.; KGO, KGO-FM, KGO-TV, San Fran- 
cisco, Calif.; KABC, KABC-FM, KABC-TV, Los An- 
geles, Calif. 

For Transfer of Control of Stations WLS, Chicago, II1.; 
KQV and KQV-FM, Pittsburgh, Pa.; WXYZ, WXYZ- 
FM, WXYZ-TV, Detroit, Mich. 

For Assignments and Transfer of Ancillary Radio Facili- 
ties. 


FURTHER ORDER ON PETITION FOR RECONSIDERATION 


By THE CoMMISSION: CoMMISSIONERS Leg, LOEVINGER AND 
WADSWORTH ABSTAINING WITH A JOINT STATEMENT. 


1. The Commission has before it for consideration: the Peti- 
tion of the Department of Justice for Reconsideration of the 
Memorandum Opinion and Order (FCC 66-1186) issued on 
December 21, 1966 in this proceeding; the Opposition of ABC 
and ITT to the Petition for Reconsideration; the Reply by the 
Department to the Opposition; the material filed by the De- 
partment and the applicants pursuant to the Commission’s 
Order on Petition for Reconsideration (FCC 67-175) issued 
on February I, 1967; a petition for reconsideration and leave to 
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intervene filed on February 2, 1967 by the American Civil Lib- 
erties Union, Inc. (ACLU); a corrected petition of the ACLU 
filed on February 20, 1967; a request by Gerald Gottlieb for 
leave to appear as amicus curiae; oppositions of ABC and ITT 
to the ACLU and Gottlieb pleadings; and the entire record 
herein. The pertinent background and procedural posture of 
the proceeding are set forth in the Order of February 1, 1967 
(FCC 67-165). 

2. Both in the Decision of December 21, 1966 and in the 
Order of February 1, 1967, the Commission stressed the impor- 
tance of this proceeding and its desire to secure all possible 
assistance and information in resolving the issues. We partic- 
ularly emphasized our desire to know and consider what evi- 
dence the Department of Justice has relating to this matter, 
and therefore provided an opportunity for disclosure of the 
Department’s evidence prior to ruling on its petition for re- 
consideration. 

3. In line with our February 1, 1967 Order, we shall afford 
the Department the opportunity to adduce evidence on the 
matters specified in its filings. Such evidence will be adduced 
under broad issues to insure a full record (see par. 8(ii) within), 
but we emphasize that the specific matters at issue have been 
very substantially narrowed by the filings of the Department 
and the applicants in response to the February 1, 1967 Order. 
The existing record, including all of the evidence, statements 
and material filed pursuant to our Order of February 1, 1967 
will, of course, be incorporated with the record of the further 
hearing. It will thus not be necessary for any of the parties to 
repeat any presentation previously made to the Commission. 

4. Counsel for the Broadcast Bureau will also participate 
to insure that the record, as supplemented, is complete. At this 
posture, we think it appropriate that the Department of Jus- 
tice and Bureau counsel proceed initially with the introduction 
of evidence on the issues. After such evidence has been adduced, 
the’ burden will be upon the applicants to proceed ; the ultimate 
burden of proof on the applications remains, of course, on the 
applicants. The Department and Bureau counsel will be af- 
forded appropriate opportunity for rebuttal 
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5. The public interest requires that the supplemental pro- 
ceeding be conducted as expeditiously as possible without prej- 
udice to the compilation of a full record. This important matter 
has been before us for a considerable period of time and has 
been the subject of a final decision. The present posture of this 
proceeding is highly unsettling and affects planning in the vital 
national network area of the broadcasting industry. Consider- 
ing the history of this matter before the Commission, the pol- 
icy implications of the issues, and, particularly, the public in- 
terest in a prompt settlement of the present uncertainty, we 
think that expedition is required. Accordingly, the Commission 
finds that due and timely execution of its functions in this mat- 
ter imperatively and unavoidably requires that the Examiner 
certify the record as supplemented, upon its closing, immedi- 
ately to the Commission for final decision. Pursuant to the 
February 1 Order, the Department and the applicants have al- 
ready exchanged and filed with the Commission copies of the 
exhibits and documentary evidence upon which they intend to 
rely and have identified, and summarized the testimony of, 
witnesses they are prepared to call. Thus, no extensive pre- 
hearing procedure or further period of preparation for the sup- 
plementary hearing is necessary. We also direct the Examiner 
(i) to exclude irrelevant, immaterial or unduly repetitious evi- 
dence, and (ii) to limit examination or cross-examination of 
witnesses, where he deems that the matter is carried beyond 
any useful purpose. Expedition also requires that the parties 
adhere to the prescribed time schedules for the conduct of the 
hearing and the filing of pleadings. These instructions will fa- 
cilitate expedition in the hearing process, without in any way 
derogating from the full record we seek. 

6. We will by this order schedule a pre-hearing conference 
on March 23, 1967, and the hearing will commence on March 
27, 1967, with a daily transcript delivered to each Commis- 
sioner. The parties may file proposed findings of fact ond con- 
clusions of law within five business days after the date that the 
record is closed. Oral argument will be held 15 days (or as soon 
thereafter as possible) after the date the record is closed. There- 
after, the Commission will promptly issue a decision determin- 
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ing whether the Memorandum Opinion and Order of December 
21, 1966 should be affirmed, modified or set aside. Pending that 
determination we will stay the effectiveness of the Memoran- 
dum Opinion and Order. 

7. The ACLU petition for reconsideration and leave to in- 
tervene will be denied. This petition, first filed on February 2, 
1967, is untimely in seeking reconsideration of the December 
21, 1966 decision, does not show good reason for failure to par- 
ticipate at an earlier stage of the proceedings, and is insufficient 
in other respects, We have not been shown that participation by 
the ACLU as a party would serve any useful purpose. We note 
that the only witness proposed by the ACLU, Mr. Sidney W. 
Dean, is being offered by the Department of Justice and that 
the arguments of the ACLU are not materially different from 
those of the Department. However, we invite the ACLU to 
tender a statement as amicus curiae within ten days of the 
close of the supplemented record, including in such statement 
a showing how ACLU’s participation as amicus curiae would 
serve a useful purpose. We will then rule whether such partici- 
pation by ACLU will be permitted.* 

8. Accordingly, the COMMISSION ORDERS this 16th 
day of March, 1967, 

(i) That the petition of the Department of Justice for 
stay of the Commission’s Memorandum Opinion and Order 
of December 21, 1966, in Docket No. 16828 IS GRANTED 
and the effectiveness of that Order IS STAYED pending 
further order of the Commission. 

(ii) That the record in Docket No. 16828 IS RE- 
OPENED for purpose of adducing supplementary evi- 
dence? and the matter IS DESIGNATED FOR HEAR- 
ING before Chief Hearing Examiner James D. Cunning- 
ham, to commence at 9:00 a.m., March 27, 1967, in Room 
7134, New Post Office Bldg., Washington, D.C., upon the 
following issues: i 


*We deny the request of Mr. Gerald Gottleib to participate as amicus 
curiae, since such participation would not serve any useful purpose, 

*For ease in studying the record, all documentary evidence should be 
given an identification consistent with the identification sequence applied 
to evidence previously submitted. 
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(1) To determine the benefits to the public inter- 
est from the proposed’ merger; 

(2) To determine the detriments to the public 
interest from the proposed merger; and 

(3) To determine, in light of the evidence adduced 
on the above issues and the entire record, whether 
the public interest will be served by a grant of the 
applications. 

(iii) That the record heretofore compiled in this pro- 
ceeding SHALL BE INCORPORATED in the supple- 
mentary hearing. 

(iv) That the Commission’s Broadcast Bureau IS 
MADE A PARTY to the proceeding. 

(v) That a prehearing conference will be held on March 
23, 1967. 

(vi) That the Department of Justice and Bureau coun- 
sel shall proceed initially with the introduction of evidence 
on the issues; that the burden of proceeding with the in- 
troduction of evidence on the issues shal] then be upon 
the applicants, with the Department and Bureau counsel 
thereafter given appropriate opportunity for rebuttal; and 
that the ultimate burden of proof on the applications shall 
be upon the applicants. 

(vii) That upon the closing of the supplemented record 
it shall be certified immediately to the Commission for a 
final decision affirming, modifying or setting aside the 
Memorandum Opinion and Order of December 21, 1966. 

(viii) That the parties shall file proposed findings of 
fact and conclusions of law within five business days after 
the date the supplemented record is closed and that oral 
argument thereon shall be specified by further order of 
the Commission, at a time 15 days after the date the rec- 
ord is closed, or as soon thereafter as possible. 

(ix) That the petitions of the American Civil Liberties 
Union, Inc. for reconsideration and leave to intervene and 
the request of Gerald Gottleib for leave to appear as amicus 
curiae ARE DENIED, provided however that the Ameri- 
can Civil Liberties Union, Inc. may tender a statement as 
amicus curiae within ten days after the closing of the ¢up- 
278-719—67—_2 
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plemented record, with the ruling on acceptance of such 
tender to be made ata later date. 
FreperaL COMMUNICATIONS CoMMISSION, 
Ben F. Wapte, Secretary. 
Released: March 16, 1967. 
Mailed March 17, 1967. 


SEPARATE STATEMENT OF COMMISSIONERS LEE, LOEVINGER AND 
WADSWORTH 


We do not believe that the showing which has been made 
warrants a further hearing, but since a majority of the Com- 
mission has decided to hold a further hearing we will abstain 
from opposition and give appropriate consideration to any 
further evidence adduced. 


[Excerpt From Applicants’ Exhibit AR 41] 
[840] ATTACHMENT 3 


The table below shows the number of hours of programming 
made available to affiliates for the 1966-67 session. These data 


reflect programs actually telecast to date and projections for 
the balance of the season. The totals have been separated by 
prime time and all other hours for each category of News, 
Sports, Public Affairs and Entertainment. 


Programs available to affiliates, number of hours per year, 1966-67 
7:30-11:00 All other times 
104 220% 


ns 
nk 
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The net time-and talent. billings reported by BAR for the 
first two months of 1967 are attached (page 2). A 12 months’ 
projection for 1967, showing the areas of major revenue ad- 
vantage for CBS and NBC, is also attached (page 3). It will 
be noted that Monday-Sunday, 7:30-11:00 PM, ABC is fairly 
competitive but is well below the other networks in news bill- 
ings and well below CBS in Monday-Friday daytime. It will 
also be noted that while CBS is well ahead of NBC in the 
Monday-Friday daytime area, NBC makes this up in the Today 
Show and the Tonight Show. 


[S41] BAR Network TV dollor revenne estimetes, .an—-Feb 1967 


Monday-Friday: 
Sign-on, 10:00 a.m.: 


Monday-Friday: 
10:00 a.m.-6:00 p.m.: 


13,019, 1 
30, 374.6 
15, 571.9 


58, 965.6 


Monday-Saturday: 
6:00 p.m.-7:30 p.m.: 


Monday-Sunday: 
7:30 p.m.-11 00 p.m.: 


Monday-Sunday: 
11:00 p.m.-sign-off: 


? Tonight Show. 
Source: BAR. 
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{842} Major revenue advantages for OBS 4 NBC* 


ABC vs CBS: 
899, O48, 000 
19, 158, WOU 


118, 206, 000 


14, 970. 000 
16, 554, OOO 
27. 612, 000 


39, 136, COO 


> Based on actual BAR net time and talent differences, Jan,—Feb. 1967 projected to 
12 months, 


ATTACHMENT 4 


[$43] Attached (page 2) is a comparison of Nielsen National 
and MNA (competitive market) ratings for prime time hours 
of viewing and all other hours from sign-on to sign-off (exelud- 
ing 7:30 to 11:00 PM). Each of the day parts has been broken 
out to reflect News, Sports, Public Affairs and Entertainment. 

A comparison of Nielsen and MNA’s performance has been 
included. Additionally, in the News area. there is broken out 
the three early evening News shows (JENNINGS, Cronkite, 
Huntley-Brinkley). 

Inasmuch as Nielsen does not combine the various feeds of 
the JENNINGS program, JENNINGS ratings are not shown 
for the MNA area. Also, inasmuch as Nielsen reports MNA 
ratings by 15 minute segments, there is no break out of the 5 
minute news segments telecast in the daytime. 

The relationship of the 3 networks in the MNA versus the 
Nielsen in the area of prime time entertainment programming 
and Monday through Friday 10:00 AM to 5:00 PM daytime 
programming is to be noted. ABC is tied with NBC and 9% 
below CBS in the MNA between 7:30 to 11:00 PM, but ABC 
falls 9% below NBC and 16% below CBS in the National 
Nielsen. 

Similarly, in Monday through Friday daytime, ABC is 13% 
below NBC and 42% below CBS in the MNA. The disadvan- 
tage, however, is considerably greater in the National where 
ABC is 34% below NBC and 52% below CBS level. 
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[844] Comparative popularily of programming, Nielsen Feb I & II '67 periods 


Prime time ratings All other times ratings 
NTI MNA NTI MNA 


News: 
(A) Early Evening: 


NBC. 
(B) Other News: 


Entertainment: Mon.-Fri., 10 AM-5 PM 
ABC... ory 53 61 
11.0 10.5 
80 7.0 
All Other Hours 
68 1 
1 10.4 
7.8 7.6 


1 Not available. 
Source: Nielsen, Four Weeks Ending February 19, 1967. 


* * * * 


[Excerpts From Exhibit AR 1] 


Principat U.S. Suppiiers or Goons anp Srrvices TO ITT anp 
Supsipraries, CALENDAR YEAR 1965 


[184] Purchasing functions and activities in the ITT System 
are completely decentralized. 

The Purchasing Manager in each System operating company 
or plant has full responsibility for achieving the efficient pro- 
curement and delivery of the purchased parts, materials and 
services required by his particular organization. This includes 
selection of sources of supply, evaluation of quality, negotia- 
tion of supply agreements and contract terms, and other re- 
lated procurement functions. 

Since ITT is a multi-profit center organization, each Pur- 
chasing Manager has a positive incentive to purchase all nec- 
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essary components, materials and services for his unit at the 
lowest total cost available in the market. 

Each operating subsidiary’s purchasing orders are placed lo- 
cally, and its purchasing records are kept locally. 

This decentralized method of purchasing makes it impracti- 
cal to attempt to utilize original purchasing or accounting rec- 
ords to compile the requested list of the 300 principal U.S. sup- 
pliers of goods and services to the ITT System. 

Consequently, the attached list has been prepared from in- 
formation supplied by each of the operating subsidiaries list- 
ing their principal U.S. suppliers for the calendar year 1965 
(including U.S. vendors of more than $25,000 to ITT companies 
located in North America and to ITT Export; and U.S. vendors 
of more than $100,000 to ITT subsidiaries located abroad). 

The descriptions of products and services purchased from 
each vendor are generalized summaries. 


[135] Similar detailed information with respect to purchases 
during the present calendar year of 1966 is, of course, not yet 
available. However, based on information presently available 
at ITT Headquarters it is estimated, as requested in Mr. Gor- 


don’s letter of November 17, 1966, that the principal suppliers 
of goods and services during 1966 will be substantially the same 
concerns as in 1965 with the possible exception of vendors and 
subcontractors of specialized equipment or services required for 
completion of special government contract work, construction 
contracts, and similar projects of a nonrecurring nature. 


* * * * * 
[Exhibit AR 2] 
[136] NOTES TAKEN AT SPECIAL MEETING BOARD ON 12/7/65 
(1) SBS reviewed entire deal 


Approached about 6 months ago—J. Sai of Fidelity that ITT 
be interest merger. 

114 for each ABC offered at that time—83 but we felt not 
enough. 

further discussions time to time. 

in June GE approach, met Borach, Pres. GE—but Borach 
felt some GE anti-trust—they never got back but understand 
approached D of J (on other deal at least—Storer) turned 
down. 
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We came to conclusion that future co. be better enhanced by 
joining a larger complex. So negotiated more forcibly when HG 
came back—we asked for 100 but got him from 83 to 85.5 per 
share. . . . feel this as far as they would go. 

When news potential deal came out, H. Kahn suggest talk 
Litton—met HK & Pres. of Litton—next day they offered 
$80 in convertible pfd., etc. 

ITT has value, growth and fine mgmt. 

—After price, discussed mgmt. & preservation of organiza- 
tion; so talked mgmt K’s & preservation of all benefits—HG 
feel we have best sales department—present Bd. plus addition 
lor2from ITT. 

LHG & SBS & possibly 10 to 15 other executives given 
K’s. [137] They agree continue all employee benefits; that 
we can give out without ITT OK the options presently avail- 
able—« if necess, give more. 

ITT earnings & growth discussed by SBS if merger thru, then 
ITT earnings in US next yr. greater than abroad 

ITT operations discussed 


Reason Why Combination Good 


Automation our accounting department—they are fully au- 
tomated & on 50-51 Street & Park 

Engr.—color & modernization—great expense & they manu- 
facture 3quip and lot more know how— 

CATV—they mfr. CATV equip & have 1 system 

Financial—they have earnings abroad & foreign tax credit 
problem ; decrease in combined tax rate if more ITT earnings in 
US 

Foreign—they are in & we feel future TV in foreign 

Educational Field—book co’s want hi multiple—« our stock 
low multiple—(with our It’d shares & net w. they end up own 
us) 


[138] Better image—If ABC in eyes of sponsors is part of a 
bigger complex would be very good. 
LHG talked—part larger company—stabilize co. 
SBS: Reviewed the numbers sheet— 
2 outside sources—Mr. Flery of Met and H. Kahn that 
pfd could sell at 20 to 25% premium— 
GJ—quaere on ITT being conglomerate i.e. Avis ins. 
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co. etc. SBS feel their leaning this way disappear with 
merger ABC because size ABC merger— 

Quaere on talent at ITT & whether spin off any of their 
acquisitions, SBS—they want acquire mgmt with acquisi- 
tions, . 

LHG: Told HG must pledge mgmt continue operate ABC 
re: FCC & HG said he and Bd make pledge to FCC. HG sug- 
gest 1 or 2his on ABC and 4o0f ABC on ITT. 

LHG that talked lawyers that for 5 years this mgmt can’t be 
changed 

ECG—queere price—discussion price— 

AC —quaere FCC approval probability. 

LHG—Reviewed conversations Beckman with FCC mem- 
bers 

EHE—mentioned J. McKenna opinion on this importance 
K’s with Key Employees— 

[139] 
“fine print—on pfd—Met people look at this—$50 liquida- 
tion figure? 

RLH—discuss HG tender if not go ahead 

Geo. Jenkins—directors liability if “Bd” not go back. 

TCB opinion on this 


LHG & SBS feel got best price possible & lose deal if try 
to get more— 
RLH feels little push too much will destroy deal 
*first in preamble make record of what transpired to date— 
SBS report 
Motion—vote to do, subject to approval of the stockholders (& 
recommend to stockholders) 
1—ECG 
2—J. Hausman 
Jnan 6:45 
[140] Other meeting at 7:05 
After meeting —LHG—after talk to Geneen 
(1) floor of 2.40—be double what they declare tomorrow 
(2) Geneen want LHG to be Ch. & Pres of ABC 
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proposed memo and press release reviewed 


[Exhibit AR 3] 


(141) American Broapcastinc Companres, Inc., CONSOLIDATED 
Estimated cash flow for the years 1966 through 1970 
[Stated in thousands) 
1966 1967 1968 1960 1970 Five Years 
SOURCES 
$31,000 $120, 900 


7, 100 

21, 200 

Capital gain proceeds... = 4,950 
Common stock sold under options. - . 900 
Other sources and uses, net. 3.800 


51,750 208, 850 


Property and equipment: 
Headquarters Administration 
Building 21, 800 
Broadcasting: 
Committed. 13, 71 33, 266 
22,648 = 36, ORS. 20,470 = 113,470 
span 7,500 3, 500 
Ordinary replacements in the- 
atres and all other operations, 1,400 1,400 
Marine World. 2,390 2,360 


47,619 45,000 


Payments on long term debt: 
Metropolitan Life Insurance Co. 


Other notes and mortgages. 
Marine World loan. 


Total debt payments 
Cash dividends... 


Broadcast program rights: 
Payments based on existing com- 
mitments, net of amortization... 1,800 (10, 500) 
Estimated new commitments 
1¢,000 =: 10, 000 


Investment payments required under 

existing contracts. 
Accelerated Federal income tax. 8,700 
Incr. of receivables, mdse and ppd. 

exp. in excess of incr. in A/P 11,700 


Total uses..............-....- = 92,100 95,609 74,500 69,451 41,060 372,720 
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Estimated cash flow for the years 1966 through 1970—Continued 
1966 1967 1968 1960 1970 «= Five Years 


Cash increase or (decrease) from op- 
10,690 (163,870) 


Parent company... 
Marine World 


Total cash increase (decrease) (27,400) (53.409) (20,950) (22,301) 10,600 (122,370) 
Cash and securities at beginning. 47,250 19,850 (33,550) (63,500) (85,801) 47, 250 


Cash and securities at end. 


* Exclusive of normal requirements for cash working funds of $20,000,000 which must be provided for. 


[142] American Broapcastinc Companies, INc., 
CoNSOLIDATED 


ESTIMATED CASH FLOW-—-EXPLANATORY COMMENTS 


Amounts shown for the year 1966 are actual. 

Net earnings from operations—have been estimated at a rate 
of growth of approximately 15% per year. Such growth is 
premised on the ability to obtain the operating facilities 
and programs necessary to improve our position and com- 
pete effectively with others in the industry. 

Depreciation—represents estimated calculations based on the 
assumption that the pending property, and equipment ex- 
pansion program will be realized. 

Camital gain proceeds—represent the amount of cash flow from 
the sale of properties or other investments, which transac- 
tions are not included in earnings from operations. Since 
such transactions are not predictable, the amount shown 
represents the cash expected from previously completed 
transactions. 

Common stock sold under options—represents the amount re- 
ceived and no amounts have been estimated for 1967 and 
subsequent years because if the merger is consummated, 
ABC will not receive the proceeds, and if the merger is not 
consummated, it is likely that the amount to be received on 
options exercised would not be significant. 

Other sources and uses, net—represents for the most part cur- 
rent charges not requiring cash outlay during the period, 
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such as [143] expenses accrued which are payable over a 
long term or the annual amortization charge of miscellaneous 
assets paid for in prior years and carried as deferred charges. 

Property and equipment— 

Broadcast-committed—represents those projects which 
are already in process or in various stages of being con- 
tracted for. 

Broadcast-pending—represents the estimated cost of those 
projects which will be submitted to the Board for ap- 
proval and comprise the cost of equipment and con- 
struction necessary to complete the conversion to full 
color television capability and modernization of the 
engineering and production facilities. 

Theatres (New)—represent the estimated cost for equip- 
ping new theatres, the amount shown in 1967 being for 
projects previously approved and committed for under 
lease arrangements or in final stages of commitment, 
whereas the amount shown in years subsequent to 1967 
represents a projection of expenditures on the basis of 
a curtailed theatre expansion program. 

Ordinary replacements in existing theatres and all other 
operations—represents an estimate based on experience 
of expenditures which will be required in order to keep 
the property and equipment of all non-broadcast opera- 
tions in a satisfactory operating condition. 

[144] 

Marine World—represents the cost estimated under com- 
mitments to complete the construction of the marine 
exhibit and oceanarium center in Redwood City, Cali- 
fornia, It is estimated that outside long term financing 
arranged for will provide all or most of the funds neces- 
sary for this project. 

Payments on long term debt—represent the actual payments 
required under loan agreements and various mortgage notes 
and with respect to Marine World estimated repayment re- 
quirements under financing arrangements to be finalized. 

Cash dividends—are based on continuation of the present divi- 
dend rate on the present number of shares outstanding. 


28 


Broadcast program rights— 

Payments based on existing commitments—represents the 
payments required to be made under existing contracts 
for rights to exhibit feature films, for which substantial 
payment must be made in advance of their availability 
and scheduled use, less the estimated annual amortiza- 
tion of the cost. 

Estimated new commitments required—represents an 
estimate of the annual expenditures required to replenish 
the inventory of films being used and to stay competitive 
in obtaining these program exhibition rights as films 
become available. 

[145] Investments in motion picture productions—represent 
the estimated expenditures to be incurred in developing an 
inventory of rights to exhibit new motion pictures now being 
or to be produced in participation with film producers. 

Investment payments required under existing contracts— 
represents the schedule contractual payments required to be 
made in future years for investments made or committed 
for before the end of 1966. 

Accelerated federal income tax—represents the federal income 
tax to be paid in excess of income tax provision for 1967 
caused by the requirement for earlier payment of 1967 
estimated federal income tax. 

Increase of receivables and other current assets, net—represents 
the continuing buildup of working capital required as the 
sales volume increases. 

Borrowings—represent, for the parent company, the actual 
take-downs under the loan agreements with the insurance 
company and the banks, and for Marine World, the an- 
ticipated borrowings under financing being arranged for 
construction of the project. 


[146] INTERDEPARTMENT CORRESPONDENCE 


To Mr. Martin Brown 

From George Sebastian 

Date January 20, 1967 

Subject Estimated Cash Flow of Approved Roginesihe RCF’s 
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This report supercedes my previous CASH FLOW ESTI- 
MATE dated September 23, 1966 and the augmented reports 
of November 11th and December 13, 1966. 

NOTE: This report again does not contain any anticipated 
Pending Projects. A separate report containing these antici- 
pated project expenditures is currently under preparation. 


New York 
Hollywood 
Chicago... 
Detroit... 
San Francisco. 
Pittsburgh 


Quarterly totals... 
Yearly total. 


Gerorce SEBASTIAN 
GS/Imf 


ec: Messrs. Barnathan, Beaudin, Conley, Graessle, Neal, 
Owen, Pointer, Shaker, Worster, Zellner, Miss M. Michaud. 


{147] ABC Office: TV & Radio—New York; Date, Jan 20, 1967 


Estimated cash flow 


RCF— Description 1967, Ist 1967, 2nd 1967, 3rd 1967, 4th 
quarter quarter quarter quarter 


NY 1007 Film slide Vidicon film chain in Washington. 

NY 1009 Now main transmitting antenna system for 
WABC TV at Enrpire State Building. 

NY 1026 Four color cameras & associated equipment 
for ABC mobile unit. 

NY 1030 


NY 1038 1 Ampex VR-2000 recorder for 
TR-22 recorder from NY to Detroit. Also 
color test oquipment & spare modules for 


with electronic equipment.. 
2 North American Phillips Plumbicon cam- 
efas, ... ertersece: ee eweeree 
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[147] ABC Office: TV & Radio—New York; Date, Jan 20, 1967—Continued 


Estimated cash flow 


RCF— Description 1967, Ist 1967, 2nd 1967, 3rd 1967, 4th 
quarter quarter quarter quarter 


NY 1076 22 Beckman & Whitley single system news- 


NY 1084 Continuous motion projector & Stabilized 
Vidicon camera for TV-11. 

NY 1089 Provide 2 complete color mobile units with 
additional vain to operate with existing 
color mobile units. 

NY1101_ 2 high band color modernization kits for TR- 
22 tape recorders in NY & HD. 

{148} 

NY 07 Misc. technical equipment for Union City 
Network tilin playback center. 

NY 1113. Technical equipment for WABC Radio at 
1330 Sixth Avenue 

NY 1123° Automatic free switching of color circuits to 
intersplice film at NY & HD origination 


NY 1124 Projection room facilities for Screening & 
Conference Rooms at 1330 Sixth Avenue... 

NY 1125 TV Master Antenna & distribution system 
for new Administration Bldg. at 1330, & 
Screening Control Room at 66th St. Oper- 
ation Center... 

NY Prepare site & construction of l-story build- 
ing at Lodi for TV Field Shop & Mobile 


NY 2etory bidg. at 43 W 66 St for TV Mainte- 
nance Eng. Lab & Tech. Assembly In- 


NY 1136 


NY 1146 Provide new TV studio at 435 West 53rd St. 
NY 1152 3 audio consoles for Colonial Theatre, TV-2 


NY 1158 Editing equipment for 2 film editors in 
WABC-TV News. 

NY 62 Provide TV-1 with interim live color facility. 

NY 1190 1 Moviola editing machine with accessories 


1349} 
NY 1197 2 Marconi color Pluambicon cameras with 

a 
NY ng Spare parts for G. ¥£. film cameras at Union 

Union City studio. 
NY 1200 Add to existing communications ‘systern for 

WABC TV & Network newsfilm crows... 
NY 1211 Measuring equipment and shop tools for Sys- 

tems Maintenance & Assembly Groups. ... 
NY 1212 3 colorized slow-motion/stopmotion video re- 

corders, 1 for HD and 2 for NY peeepenee. « 
NY 1221 2color film chains with film & slide projectors. , . » 6,008 
NY 1223 1 large picture head kit for 16mm Moviola ed- 

. iting muchine in Film Services... . 

NY 12% Color transmission test equipment for color 

TY Operations........... 
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[147] ABC Office: TV & Radio—New York; Date, Jan 20, 1967—Continued 
eeeeeeeeSSSSSSSSSSSSSSeSESSFSFSsese 


RCF— 


Description 


Estimated cash flow 


1967, Ist 1967, 2nd 1967, 3rd 1967, 4th 


quarter quarter quarter quarter 


NY 1229 
NY 1230 


NY 1231 


NY 

NY 

NY 1264 
NY 1265 
NY 1276 
NY 1279 
NY 1282 
NY 1285 
NY 1287 
NY 1291 
NY 1233 
(151) 

NY 1297 
NY 1302 
NY 1304 
NY 1305 
NY 1300 
NY 1310 
NY 1311 


NY 1313 


5 vertical aperture compensators.........--. 
2 complete 4-V color film islands for WABC- 


2 Westel recording cameras & recording play- 
back units for News Dept. (Future of thin 
Project questionable) 

Equipment to distribute 3.58 MC oolor sub- 
carrier reference signal to studio areas & 
videotape machines. 

Precision TV sync control unit & color phase 
lock system for TV Engineering. 

1 Diveon for News Dept 


216mm Jan projectors and 1 dubber for New 
Dept. Jennings Show 

2 live color Plumbicon cameras & down pay- 
ment on 33 comeras . 

Replace 3 kinescope camera systems... _.. 

Colorize 2 VTR's & 2 control rooms at 
WEKB for NCAA coverage. 

Led masking correction amplifier for Norelco 


Move News Dept VHF base station from 
Empire State Bldg. to 1830 Sixth Ave .... 

Derion shelving, hydraulic lift, & special 
effects cabinet for TV~16. 

Power woshing equipment for Field Dept. 
vehicles .. 

Camera lenses for TV-16 ... 

Color chromaa-key for Colonial Theatre. 

G.E. light & color meters for TV Operations. 

Communications equipment for Washington 
News Bureau 

Color cameras & equipment for NY, Chi- 
cago, & Washington 


Additional mag-sound double system ‘facility 
for Programming Dept. Screening Room at 


4 compensators for 2 Ampex VT R's in NY & 
HD. 


4 electric carts for field remote cameras in TV ~ 


Mikes for field remote coverage. 
Color camera cable & connectors. ...... . 
20 new video cable rans from TV Master Con- 


trol to Teleo Room. .:... see 


2 Gates portable TV Audio Consoles for 1968 


Olympics & Conventions... ............. ° 


New audio facilities for WABC Radio Net- 
work, 
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[147] ABC Office: TV & Radio—New York; Date, Jan 20, 1967—Continued 


Estimated cash flow 


Description 1967, Ist 1967, 2nd 1967, 3rd 1967, 4th 
quarter quarter quarter quarter 


Carl Heitz kinoptic lens & accessories for 
Paul Wilson TV News. 

Color lock capability & automatic change- 
over protection of syne generators at 66th 


Screening & editing equipment for ABC-TV 
News, Special Projects Dept. 

Engineering study by Ampex to develop 
portable lightweight color camera. 

Spello spacecraft models for TV Production, 


Audio equipment for 8 ABC foreign & 1 do- 
mestic Radio News bureaus. 

Film editing & screen equipment for TV 
News Depts in NY, LA, Chicago, Atla. & 


Support equipment for color camera in TV 
Field Operations. 

Update facilities of KQV, WXYZ, KGO, 
KABC, & WABC-FM stations 

Install engineering & production facilities to 
colorize Studio TV-A at 7 W. 66... on 

Mikes & accessories to service studios for TV 


Galvanized chain link fence for Lodi Field 
Shop in TV Engineering. 

Zoomar hardware «& carrying cases for TK-41 
color cameras TV Network Engineering... 

Bell & Howell filmo-sound projector & 1 lens 
for TV Programming. 

Equipment for colorizing all present mono- 
chrome pulse generators in NY field & 
studio.. os 

NY Color TV receiver for Ed r ress In- 
formation Conference Room at 1330, 29th 
floor... 

NY 1344 Portable 
TV Engineering Network Programming. 

(153) 

NY 1347 8 Press hand-held color cameras for Winter 
Olympics, Conventions & NCAA. 

NY 148 RF communications equipment Radio & TV 
Newe Depts at Washington News Bureau... 

NY 1350 2 Nagra tape recorders for Washington News 
Bureau Radio News for election coverage... 

NY 1352 Equipment for Radio News Dept election 


NY 1353 


NY 1354 1 video disc slow-motion/stop-motion recorder 
for TV Sports broadcasts. 


33 


[147] ABC Office: TV & Radio—New York; Date, Jan 20, 1967—Continued 


NY 1355 


NY 1357 
NY 1359 


NY 1362 


NY 1363 


NY 1364 
NY 1365 


(154) 
NY 1368 


NY 1369 
NY 1371 
NY 1377 


NY 1382 


NY 1390 


(155) 
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Description 


Motion picture equipment for ABC-TV 
News Bureaus in Washington, LA, Atla. & 


Motion picture camera equipment for TV 
News Dept film crews. 

Shipping cases for TV Engineering TV Cam- 
era equipment. 

Audio equipment for Network Pool Com- 
mittee for LBJ ranch broadcasts at KONO, 


Radio communications equipment for use 
between Local-Network TV News Depts. 
and Messenger Service Company. 

Provide new interim control, TV-4 to replace 
TV-5... 

26 Uher portable tape recorders for AM Eng. 
Overseas News Bureaus. 


Radio communications equipment for ABC 
News Chicago Bureau.......-.---------.- 

New interim program assembly Control 
Room to be called TV-4. 

Portable lighting equipment for NEA TV 
pickups in TV Operations. 

1 RCA color film camera, & 1 16mm projector 
for Technical operations. 

Editing & screening facilities for Peter Jen- 
nings “Expanded Jennings Reports” for 
TV News. 

1 Kodak Carousel projector & accessories for 
Owned & Operated Radio Stations... 


Estimated cash flow 


1967, Ist 1967, 2nd 1967, 3rd 1967, 4th 
quarter quarter quarter quarter 


1,616,000 1,224,000 


ABC Office: TV & Radio—Hollywood; Date, Jan 20, 1967 


TELEVISION 


Ten Videotape machines... 

Portable TV camera equipt. 

Mise. TV field equipment. 

Alterations to 2 bldgs to acco: 
DePt..-ewevccecevecseveesacese: 

6 additional videotape machines. 

Two 2-way radios for newsmen’s cars. 

Color facilities for Hollywood Palace Theatre. 

Motorola 2-way radio system for the Mail & 
Messenger Service... 

Support equipt. to supplement existing fleld 
camera equipt. to create a mobile uni 

Modernize Studio A Control Room. “ 

Additional dressing rooms in Studio A, at 


Additional test oquipment at TV Center & 
Mt. Wilson to replace obsolete instruments. 


$-719—67—_3. 
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[155] ABC Office: TV & Radio—Hollywood; Date, Jan 20, 1967—Continued 


Estimated cash flow 
RCF— Description 1967, lst. 1967, 2nd 1967, 3rd 1967, 4th 


HD-386 = Alter studio at 1313 N. Vine St. to accommo- 
date the Nightlife Show..........---.-.-... 

(156) 

HD-39  Colorize Studio E & purchase & install new 
color support equipt. 

HD-304 16mm double system Siemens projector for 


HD-309 General relocation of office occupancy at TV 
Center, 1313 N. Vine St. Also construction 


Air-cooled condenser for Technical Building. 

Installation of six Phillips live color cameras 
in the Hollywood Palace Theatre. ........ 

Install screening room with 2 double system 
35mm projectors and one 16mm projector 
at 1313 N. Vine Street. 

Paint frame well for TV Production Services. 

Color equipt. to augment Telecine facility at 
EABC-TV......2..2.2020-0--0e eecseeunee 


Precise frequency master clock system for 
systems, & add one 16mm sound-on-film 


recording channel... .........2.seess0--eee 
RF communications for Studio D stage 


managers. 

Mobile color control é& camera facility. 

Barlow adaptors for Varatol zoom lenses... 

Convert screening rooms to Xenon light 
source & update present facilities. 


Replace legal stage lighting cables & provide 

additional lighting fixtures at TV Center, 

BENG6 Fis is veceececucdchcacavexessss ecccceuee 
Pako Color Film Processor for KAB' TV 

local Film Services Department........... 


New office equipt. for Production Services... 
Yale electric walkie-stacker for Prod. Ser... 
Portable audience seating & PA system for 

oan oe ce aseusseece: 
TV Studio “D” Colorization..... a 


RADIO NETWORK @ KABC 


New technical facility to be installed in the 
new addition to existing Radio Building... 
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[155] ABC Office: TV & Radio—Hollywood; Date, Jan 20, 1967—Continued 


Estimated cash flow 


RCF— Description 1967, Ist. 1967, 2nd 1967, 3rd 1967, 4th 
Quarter quarter quarter quarter 


HD~430) = FM exciter for KABC 
HD-461 


HD-462 Emergency generator system for Local & Net- 

work facilities, News rooms & KABC 
Transmitter in Radio Engineering. 

Modification of KABC sign to incorporate 
new solid state copy changes. 

‘Tom Harmon Show radio field equipment 

Radio Network handie talkies. 

KABC-Radio-FM separate programming 
equipment. 


[160] ABC Office WBKB—TV & Radio—Chicago; Date, January 20, 1967 


‘WBEB-TV 


New Telecine Film Cameras..............-- 

Installation of Control Center with new 

switchers & Remote start/stop for VTR & 
100, 000 

Three (3) G.E. Color Cameras for Studio 

“B” at WBEB-TV.....-..---..--------- 


‘WLS & NET RADIO 


Studio Transmitter Link for WLS-Radio._. 
Kobler Generator for Radio Network. 
Audiomax é& Volumax Units for WLS.. 


(161] ABC Office WXYZ-TV & Radio—Detroit; Date, January 20, 1967 


DET-00 One (1) RCA TE-27 Color Film Camera & 

8, 500 
DET-4 12,000 
DET-05 150, 000 
DET-7 


DET-101 


DET-119 Radio equipment for Traffic Helicopter_..._ 
(N'Y-1327) WXYZ-Radio FM separate programming 
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[162] ABC Office, KGO-TV & Radio—San Francisco; Date, January 20, 1967 


Estimated cash flow 


Description 1967, Ist 1967, 2nd 1967, 3rd 1967, 4th 
Quarter quarter quarter quarter 


SF-164 Construction of new Radio Building for 
KGO, new control room for Studios C & D, 
and alterations to Radio & TV buildings. . 

SF-172 One (1) G.E. transmitter for TV operations, 
and transfer one (1) G.E. amplifier from 
Chicago to San Francisco 

Test equipment for KGO-' studio, Mo- 
bile, Maintenance, Videotape, transmitter 
Operations. 

Three live Color Cameras for SF studio opera- 
tions, live color for Studios C & D, and 
small set live color for Studio A 

Emergency power supply for KGO Rudio.. 

Full color facilities for Studio A oo 

One (1) studio transmitter link for Radio... 

Motorola 2-way radio system for TV News 
Department. 

Additional news-film equipment for KGO- 
TV News Department. 

Two (2) additional headwheel panols for two 
(2) RCA TR-22 VT R's assigned to S.F... 

Install gas-driven generator at Mt. Sutro for 
KGO Radio 


(163] ABC Office, KQV-Radio—Pittsburgh; Date, January 20, 1967 
ee 
Estimated cash flow 
RCF— Description 1967, 1st 1967, 2nd 1967, 3rd 1967, 4th 


quarter quarter quarter quarter 
nt 


PITT-60 Radio News Mobile Communications Equip- 
PITT-61 AM Antenna Ground System. 


(NY- KQV-Radio-FM Separate programming 
1327) 
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ABC broadcast operations and engineering 
{Revised February 8, 1967] 
SUMMARY 


Total Estimated cash flow 
Pending project description project 


1968 


Network TV: 
Tech Center—New York = $3,790,000 $7, 580, 000 
Interim “B” Basement. ‘ 1,870,000 100,000 
Tech Center—Hollywood. 935,000 4,690, 000 
Studio Colorization Plans—New 
4, 535,000 3, 240, 000 


6, 155, 000 
Plant Development—New York... 41,775,000 2, 559, 000 
Plant Development—Hollywood 3, 245, 000 1,450, 000 
Replacement Video Recorders. . 5, 460, 000 2, 730, 000 
1968: Olympics & Conventions. 2,015, 000 1, 160, 000 
Color Mobile Units... 3, 550, 000 850, 000 
0.&0. TV... 6, 444, 000 1,732, 000 
O. & O. Radio. 2, 333, 000 1,516, 000 
Network Radio. 437,000 
General Projects. 2, 520, 000 
Smal] Capital Equipment. ise 2, 400, 000 


113, 469, 000 


2. Routing Switcher (70 inputs, 130 
outputs). 

3, TV Transmission Equipment.. 

4. Program Assembly Control Room. 

5. Net Control Room fl... oo 

6. Net Control Room #2. 

7. Local Break Control Room for 
WABC TV in new building. 

8. Four (4) Color Film Chains. 

9. Four (4) Color Video Tape Re- 


10. Relocation of Net & Local Film 
Services to new Technical Build- 


11, Relocation of TV Maintenance & 
Eng. lab to new Technica) Build- 


12. Relocate TV-3 Screening Room to 
Tech. Bldg... oe 

13, Furniture, fixture & Telephones fo 
entire new Technical Building... 

14. Move Broadcast Operations & En- 
gineering personnel to new Tech- 
nical Building. 


$1, 300, 000 


3,275,000 
14,344, 000 
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ABC broadcast operations and engineering—Continued 
[Revised February 8, 1967] 
INTERIM B BASEMENT 


Total 
Pending project description Promst 
cos! 


1, Interim quarters for Broadcast Op- 
erations & Enginecring at 57 West 
66th Street (St. Nicks) $130, 000 

2. Preparation of “B’’ Basement. 

a. Relocate local Film Services 
away from “B" Basement. 
b. Expand Videotape Recording 
into old local Film Services 
space. 
c. Expand color Telecine area 
(TV-7) into old First Ald 
Room & Tape Library area. 
Construction, $372,000... 
3. Temporary Network Control Room 


520,000 
520, 000 


1,870, 000 


TECHNICAL CENTER—HOLLYWOOD 


1. Addition to Technical Building (60’ x 


3. Transmission Equipment. 

4. Combination PGM Assembly and 
Net Control Room No, 1 

5. Net Control Room No, 2... 

6. Local Break Control Room for 
KABC-TV... 

7. Four (4) Color F: 

8. Four (4) Color Video Tape Recorders. 

9. Furniture, Fixtures, and tclephones 
for new tech building. 
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ABC broadcast operations and engineering—Continued 
(Revised February 8, 1967] 
STUDIO COLORIZATION PLANS—NEW YORE 


Pending project description 


1. Colorize Studio TV-1 and TV-2. 
Technical. .. 
Construction 
(excludes new air conditioning) 
2. Colorize 53rd St. Studio (TV-16).... 
Four (4) Color Cameras 
3. Colorize Elysee Theatre (TV-15).... 


Total Estimated cash flow 
project 
cost 1967 1968, 1969 


$3,785,000 $1,000,000 $2,000,000 $785,000 


1,222,000 1,000,000 222,000 cnewennnne -nneenne. << 


3,018,000 2,000,000 1,018,000 .. 


[160] STUDIO COLORIZATION PLAN—HOLLYWOOD 


1, Construction of a new building for 
two studios (TV-5 & TV-6). One 
studio to be equipped for on air 
March 1, 1969. 

Second studio to be equipped and 
on air April 1, 1970. 
a. Studio, TV-5 (Including TV-6 


$7,555,000 $400,000 $6,155,000 $1,000,000 ...... eens 


500,000 $3,275, 000 


11, 330, 000 400,000 6,155,000 1,500,000 3,275, 000 
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ABC broadcast operations and engineering—Continued 
[Revised February 9, 1967] 
[170] PLANT DEVELOPMENT—NEW YORK 


[Further development of 66th Street properties would be beyond 1970 and out of the scope of this 
report] 


Total Estimated cash flow 
Pending project description Project 
cost 1968 1969 


New Network and Local TV Studios 
with production service shops, scenic 
Storage and office facilities. (100’ x 
300’ modular studio cores with three 
Control Rooms). $41,775,000 $200,000 $2, 559, 000 $24, 672, 000 $14, 344, 000 


41, 775, 000 200,000 2,559,000 24,672,000 14,344, 000 


PLANT DEVELOPMENT—HOLLYWOOD 
{Further development of Hollywood properties would be beyond 1970 and out of the scope of this 
report) 
Se ee 


1, Extension of Service Building. = $890, 000 $90,000 $700,000 $100, 000 
2. Renovation of Studio “B” for Re- 


4. Renovate Bldg. #25 for offices 3 
5. Expand & Refurbish Executive 
Dining Room and Coffee Shop... 


SSeS 
72) REPLACEMENT VIDEO RECORDERS 
a ee, 
Replacement of RCA TR-22 Video 

Recorders with new Ampex VR-2000’s 

or equivalent if RCA cannot supply 

hf-band modification kits for ‘our 


—_—_—_—e—e—eeeoooorr 
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ABC broadcast operations and engineering—Continued 
(Revised February 8, 1967] 
1968 OLYMPICS AND CONVENTIONS 


Total 
Pending project description Project 
cos! 


1. Two (2) Color Film Chains. 

2. Two (2) Color Video Recorders. 

3. Portable Transmission Equipment... 
4. Communications Van. 

5. Two (2) Portable Field Switching 


6 Microwave Equipment—20 systems. 
. R, F. Microphones. 
8 R. F. Communications—Handi 


$800, 000 


Washington News Bureau: 
One Color Mobile Unit—4 cameras. 
One Color Mobile Unit—2 tape. ... 
One Color Flash Mobile Unit—2 


2,362,000 1,732,000 1, 400, 000 
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ABC broadcast operations and engineering—Continued 
[Revised February 8, 1967] 
WABC-TV—NEW YORK 


. Pending project description 


1. Two (2) New ColorFilm Chain for 
local WABC-TV @ 130,000 ea. .... 

2. Replacement of the Visual-6000 Auto- 
mation Switching System in “B"’- 
Bldg. now called local TV-D. To 
be operational by Nov. 30, 1967. 
This new equipment will be moved 
to the new Eng. Technical Bldg. 
when the bldg. is completed 

3. Replacement of present Main & 
EMG TV transmitters @ Empire 
State Bldg. with new parallel 
transmitters. Present Main GE- 
TT-32-B, 13 years old; EMG. 
TT-5, 20 years old. 


Total 
project. 
cost, 


195, 000 100, 000 $95, 000 


WXYX-TV—DETROIT 
—<—<—$—$—$—$—$—$—<—$—<————— 


1, A new Color Film Chain to replace 
present mono-plexed B & W Film 
Camera Chain and replacement of 
obsolete telecine Video Monitors 


2. Colorize Studio “B" with three (3) 
Color Cameras for operation by 
September 1967 (June Board)..... 

3. New TV transmitter input video 
distribution equipment including 
processing amplifier and TV De- 


(178) 


Pending project description 


1. Purchase additional TV Lighting 
Equipment for|Studios B & C. 
2. Color Chroma Key Equipment for 


3. Two (2) Color Film Cameras to be 
installed on existing B & W Film 
Islands #7 & #8 @ 65,000 ea. pend- 


4. Replacement of obsolete}studio Con- 
trol Room Video Monitors. 
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ABC broadcast operations and engineering—Continued 
[Revised February 8, 1987] 
WBKB-TV—CHICAGO 


Total 
Pending project description project 
cost 


6, Cartridge Tape Playback Machines. $2,500 
7. Colorize Studio “C” with two (2) 
Color Cameras by July 1967. 

8. Color Video Equalizer & Amplifier. 

9. Replacement of obsolete Video & 
Pulse distribution system 

10, Three (3) new Audio Consoles for 
Studios A, B, & C 

11, Expansion of Video Tape input 
selection system... aus 

12, Replacement of obsolete test equip- 
ment in TV Maintenance and at 
transmitter. 


KGO-TV—SAN FRANCISCO 


1. Replace present two (2) Ampex VR- 
1000 B & W Video Tape Recorders 
with two (2) new Ampex V R-2000 
Color Video Recorders @ 130,000 ea. 

2. Add one (1) Color Film Camera to 
present B & W Film Island #8. 
Possible transfer of a NY-TV Net- 
work TK-26 Color Film Camera... 

3. One (1) completely new Color Film 
Chain to be called Island #4, Under 
study by local programming depart- 
ment... o* 

4. Two (2) Color Studio Cameras b: 


5, SF-182, Four (4) JAN Screening Pro- 
jectors for KGO-TV Film Opera- 


6. Refurbish TV Control Center 
(TVCC) including new monitors, 
operating console, processing am- 
plifiers and audio amplifier. 

7. SF-153, Sutro Tall Tower Project 
preliminary developmental cost for 
tower design and antenna con- 
figuration including FM Antenna. 

8. Three (3) Color Studio Cameras by 


9. Within three (3) years—An extension 
to the present KGO-TV Technical 
Building for increased office and 
technical space. New 5 story exten- 
sion would be to the rear of #247 
Golden Gate Avenne property... 


a----- _ 2,552,000 952,000 1,000, 000 
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ABC broadcast operations and enginecring—Continued 
[Revised February 8, 1967] 


KABC-TV—HOLLYWOOD 


-_ 


Total Estimated cash flow 
Pending project description project 
cost 


1, Colorization of Studio “A” for 
KABC-TV (following the comple- 
tion of new network Studio TV-5.. 


3. Replacement of 1952 TV Tower and 
Antenna on Mount Wilson 

4. Parallel TV Transmitters, Remote 
Control and Automatic Logging... 


RADIO-OWNED STATIONS—SUMMARY 


New York WABC—radio. $79,500 $179, 500 
Pittsburgh KQV—radio.. 230, 000 
Detroit WX YZ—radio. 357, 500 
Chicago WLS—radio.. HA, 500 
209, 500 

55, 000 

450,000 


Radio-owned station total. ...... 1, 516, 000 


{182} WABC-RADIO—NEW YORK 
_-_- or 


1. WABC—Lodi, N.J., AM transmitter 
$250, 000 $75,000 $175,000 
2. Transmitter control and motering 
9,000 4,500 


259, 000 79, 500 


KQV-RADIO—PITTSBURGH 
_ SeSeFeFeFeFeFMseF 


1. Estimate on new KQV-radio facilities 
including offices, studios, and tech- 
nical equipment. 

(Technical & construction) 
--- $125,000 
--- 225,000 
. Helicopter communications equip- 


. Ampex audio recorder... = 
FM-vertical polarization of antenna... 
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ABC broadcast operations and engineering—Continued 


(Revised February 8, 1967] 
WXYZ-RADIO—DETROIT 


Estimated cash flow 


4. Extension of broadcast & office facili- 
ties (April 1967 board) 
5. F.M. vertical polarization of an- 


[185] WLS-RADIO—CHICAGO 


1. Transmitter control and metering 
STL... 

2. Program automation 

3. F.M. vertical polarization of an- 


KGO-RADIO—SAN FRANCISCO 


1. Broadcast & office facilities estimate 
on extension of the KGO-Radio 


2. FM vertical polarization of antenna, 
3. Transmitter contro] & metering STL. 


1. New antenna ground system. 
2. FM—vertical polarization of antenna. 


Total.......-..-- Soecasseicesens s 
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ABC broadcast operations and engineering—Continued 
[Revised February 8, 1967] 
RADIO NETWORK 


eo 


Total 
Pending project description Project 
cost 1967 


1, NY-1040 Supplement for additional 
technical equipment and construc- 
tion for Net Radio at Ploeceac: 
News Bureau. $297,717 $247,717 


Construction... 
2. Emergency power generator for Net 
Radio—Washington News Bureau. 
3. Replace Tom Harmon technical 
equipment ne 


4. Replace obsolete field amplifiers. s 
5. Radio equipment for Apollo Space 


6, Radio R.F. equipment for Special 
Events—Golf, Football, etc. 

7. New Radio Net Alert System for 
Chicago, New York, Washington, 


GENERAL PROJECTS 


xc—— qa 


1, Two (2) Color Kine Recorders... $300, 000 
2. Four (4) Additional Vid-Film 


3. Atomic Frequency Automatic 
Color Locking System for 
N.Y., Wash. & Chicago.. 
4. Videotape Pulse pe Swlkching Sys- 
tem... 
Hollywood: 
1. Two (2) Color Kine Recorders... 
2. Pulse Distribution Equipment 
for TV Master Control. 
TV News Department: 
1. One (1) Color Film Chain for 
Europe. 
2. Three (3) Color Film Processors 
for L.A., N.Y. & Far East. 


Per unit. 

3. Additional Beckman & Whitley 
news film cameras for Bureaus 
where more than one camera is 
located (replaces old auricon 
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ABC broadcast operations and engineering—Continued 
(Revised February 8, 1967] 
[190] GENERAL PRODUCTS—Continued 


Total Estimated cash flow 
Pending project description project 
cost 1968 1969 


4. Additional film equipment for 
News crews to be employed 
for the Morning Show to be 
produced out of Washington... 

5. Film editing equipment for the 


6, Film editing equipment for Far 
East & Europe for satellite 


Screening & projection equipment: 
7. Morning Show screening facil- 


10. Far East & European screening. 
Radio communications: 
11. New York modification for two- 


SMALL CAPITAL EQUIPMENT 


Anticipated Small Capital Equipment 
Items (under $10,000) which are nor- 
mally repleced or added within » 


[192] ANNUAL SMaLu Capital EquripMENT 
(Under $10,000 per item) 


CATEGORIES OF EQUIPMENT ITEMS THAT WILL FALL WITHIN AN 
ANNUAL EQUIPMENT BUDGET - 


A. TERMINAL EQUIPMENT 
Audio Amplifiers 
Pulse Distribution Amplifiers 
Video Distribution Amplifiers 
Processing Amplifiers 
B&W Video. Monitors 
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Color Video Monitors 
Oscilloscopes 
Vectorscopes 
Test Signal Generators 
Color Bar Generators 
Colorplexers 
Syne Generators 
Video Patch Panels, Plugs & Cords 
Audio Patch Panels, Plugs & Cords 
Equipment Racks & Console Housings 
Remote Control Devices 
Vendor Modification Kits to up-date present 
equipment 
Tape Cartridge Units 
Studio/Field Remote Amplifiers 
B. STUDIO/FIELD EQUIPMENT 
TV Camera Lens 
TV Camera Friction Heads 
TV Camera Pedestals and Tripods 
TV Camera Cables, Plugs & Connectors 
Headsets and Intercom Equipment 
Audio Tape Recorders 
R.F. Microphones 
Walkie-talkie equipment 
[193] 
C. FILM EQUIPMENT 
Screening Projectors 
Editing Equipment such as Moviolas, shelves, benches, 
splicers, etc. 
D. TOOLS (SAWS, DRILLS, ETC.) 
Maintenance 
Radio Maintenance 
Production Services 
E. TV ANDRADIO TEST EQUIPMENT 
Replacement Only 
F. PRODUCTION SERVICES 
Studio Lighting Fixtures 
Miscellaneous Studio Service Equipment Items 
TOTAL ANNUALLY: $600,000 
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[Exhibit AR 4] 


PGLICY 


CHAIRMAN AND PRESIDENT-ITT 
PURPOSE 


This Policy Statement is to implement and reaffirm previous instructions, 
directives, and contractual obligations regarding the substantially autonomous 
relationship between the network and broadcasting operations of American. 
Broadcasting Companies, Inc.,and the operations of all other ITT System 
companies and groups. 


SCOPE. 

The broadcast licenses which have been granted by the Federal Communica= 
tions Commission, and which are subject to periodic reviaw and renewal, 
represent an imporvant public trus: as well as one of the most valuable assets 
of ITT. In this connection, ITT entered ino certain contractual obligations 

and has, made assurances to the FCC concerning the way in which [TT intends 
tO Carry out its responsibilities as the parent corporation of 6 broadcasting 
Ucensee. It is the policy of ITT to carry out these commitments and assurances 
in full, in complete good faith, and without equivocation. 


No officer, employee, or agent of any ITT System company or group has any 
authority to act in any manner inconsistent with the provisions of this Policy 

statement, nor to authorize, direct or condone violations of its terms by any 
other person. Such activity would constitute one of the greatest disservices 
that anyone could do to the Company’: Consequently, any officer, employee, 
or agent who violates this Policy,.or who orders or knowingly permits a 
subordinate to violate this Policy, shall be, subject to severe disciplinary 
action, including discharge. 


APPLICATION 
The following Policy Statements shall be carried out in full by all ITT System 
_ Personnel; 


Q) The network and broadcasting operations of ABC shall be kept separate 
from other ITT operations and shall be carried out by its duly appointed 
officers and enployecs whose performance will be measured solely on the 
Dasis of the results of those operations. The operations of ABC asa 
droadcast licensee shall ba performed unaffected by commercial, communica= 
tions, or other similar interests of ocher ITT System companies or groups. 
‘Thus for example, if in the opinion of ABC management, charges proposed for 
communications sorvicos by PZT World Communicstions, Ina., ara subiecs 

to protest to the FCC, such protest shall be filed and vigorously maintained 
until disposed of by the Commission. Similarly, ABC shall independently 


278-719—67——_4 
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esterming {ts position on particular satellite or other communications questions 
anc present its views to the FCC as to how the Commission should resolve 

such issues, and any other interested ITT System company or group shall 
similarly formulate and present its views to the FCC or to other Governmental 
Dodies or agencies considering the question without regard to the interests 

of ASC as a broadcaster, 


(2) Tha independence of ABC programming from any other ITT commercial 
O¢ other similar interest shall be inviolate. No officer, employee, or agent 
of any ITT System company or group shall take any action or make any attempt 
t-3 dadivend nee in any way whatsocvor in the news, special events, entemainment, 
ming of the ABC network or stations for the purpose of attempting 
e7, OF to avoid a Conflict with, the commercial oc other interests of 
an ITT System company or group. 


(3) No officer, employee, or acont of any ITT System company or croup shall 
take any action or make any attempt to influence in any way whatsoever, or 
to interfere with, advertising by any other company or person on the ABC. 
network or stations. 


(4) Any.and all advertising purchased by ITT System companies or groups 
trom the ABC nctwork or stations shall be on a complete arm's length basis, 
ane on terms no more advantageous or preferential to such associated com- 
panies than for any other purchaser of facilities from ABC. 


(5) Is is ITT policy to sell its products and services solely on the basis of 
the commercial criteria of superior quality, suitability, efficiency, service 
and price. Any and all purchases of equipment for ABC's network and station 
Operations shal be mace on a ‘complete arm's length basis on the basis of 
thease factors and without preferential consideration of other ITT System 
eS OF Groups. Similarly, no officer, employee or agent of ABC or of 
¥ m company or group shall A actempe to develop sales of 
ising of any other sorvice or product through the usa of, or threatened 
withcrawal of, any existing or potential reciprocal buying leverage or “reci- 
procity". In this connection information concerning ITT System purchases 
from" particular suppliers shall not be made available to personne) concemed 
with developing sales and marketing. 


[Exhibit AR 8] 


[212] Exrracr From Decemper 21, 1964 Executive, Com- 
MITTEE MEETING 


MINUTES of a Meeting of the Executive Committee of the 
Board of Directors of American Broadcasting-Paramount 
Theatres, Inc., a New York corporation, held at the office 
of the Corporation, 7 West 66th Street, New York, N.Y., 
on Monday, December 21, 1964 at 4:00 P.M. E.S.T. 

PRESENT: Messrs. John A. Coleman, E. Chester Gersten, 

Robert L. Huffines, Jr., Walter P. Marshall, Simon B. Siegel, 

constituting a majority of the members of the Executive Com- 

mittee and a quorum. Messrs. Everett H. Erlick and Jerome B. 

Golden also attended the meeting at the invitation of the 

Committee. 
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Mr. Coleman, Chairman of the Committee, presided at the 
meeting. Mr. Golden acted in his official capacity as Secretary 
of the Corporation. 

* * 


* * * * * 


At the request of the Chairman, Mr. Siegel reported on 
operations at the ABC Television Center in Hollywood, Cali- 
fornia. He stated that it would be desirable to expand and up- 
date the television studios, office areas and technical facilities 
at the Center and he reported on a preliminary estimate of the 
cost of such work. He then recommended that the Division be 
authorized to expend approximately $300,000 for architectural 
and engineering fees for preparation of designs and plans for 
such proposed expansion and updating. He stated further that, 
upon the completion of the designs and plans, a final estimate 
of the cost of the work would be made and the matter would 
then be presented to the Board of Directors for it to consider 
an authorization for the actual work. 


[213] Thereupon, after. discussion, upon motion duly made 
and seconded, it was unanimously 


Resotvep that the proper officers of the Corporation 
and the American Broadcasting Company Division of 
the Corporation be, and they hereby are, authorized and 
empowered, in the name and on behalf of said Division, 
to expend approximately $300,000 for architectural and 
engineering fees for preparation of designs and plans 
for the proposed expansion and updating of the tele- 
vision studios, office areas and technical facilities at the 
ABC Television Center in Hollywood, California. 


At the request of the Chairman, Mr. Siegel referred to the 
proposed use of the 66th and 67th Street, New York City 
properties of the Corporation after the executive and admin- 
istrative offices of the Corporation are moved to 1330 Avenue 
of the Americas, New York City, and he reported on a prelimi- 
nary estimate of the cost of altering and improving the prop- 
erties for such use. He then recommended that the Division be 
authorized to expend approximately $300,000 for architectural 
and engineering fees for the preparation of designs and plans 
for such alterations and improvements. He stated further that, 
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upon the completion of the designs and plans, a final estimate 
of the costs of the alterations and improvements would be made 
and the matter would then be presented to the Board of Direc- 
tors for it to consider an authorization for the actual work. 
Thereupon, after discussion, upon motion duly made and 
seconded, it was unanimously 
Resotvep that the proper officers of the Corporation 
and the American Broadcasting Company Division of 
the Corporation be, and they hereby are, authorized and 
empowered, in the name and on behalf of said Division, 
to expend approximately $300,000 for architectural and 
engineering fees for the preparation of designs and plans 
in connection with the proposed use of the 66th and 
67th Street, New York City properties of the Corpora- 
tion after the executive and administrative offices of the 
Corporation are moved to 1330 Avenue of the Americas, 
New York City. 


[Federal Communications Commission Exhibit No. AR 10;] 
presented by American Broadcasting Co.] 


[216] Tue Austin Company, 
ENGINEERS AND BUILDERS, 
New York, N.Y., April 16, 1965. 

Mr. Franx Marx, 
President, ABC Engineers, 
American Broadcasting Co., 
7 West 66th Street, 
New York, N.Y. 
Subject: Purpose and Scope of Work of Engineering Report 

Dear Mr. Marx: On March 9, 1965 you authorized us to 
make a preliminary survey and gather data of your operations 
and facilities in order to determine the scope of a Master Re- 
port for utilization of the buildings on the West 66th é& 67th 
Street block as a production center. 

As a result of various meetings in your offices there has been 
established three basic facts: 
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a. That your executive /administrative offices are moving to 
1330 Avenue of the Americas and are not part of this Survey 
and Report. 

b. That there is an urgent requirement to have a new color 
TV studio in operation by September 1, 1966 utilizing the 
Arena Building. 

ce. That a Survey and Report should be made to develop a 
sequential program for facilities to establish a production 
center on your property bounded by 66th, 67th Streets and 
Columbus Avenue, with the intent to consolidate all produc- 
tion operations in this area and abandon all leased spaces. 


[217] We have received prints of the following ABC draw- 
ings which show preliminary ABC thinking on the new studio 
and supporting functions (item b. above), and are to be used 
for background information only, and will not be considered 
as necessarily the best solution to accommodating the activities 
of the new studio and its supporting functions. 

W-5081-1—Plot Plan 

W-5081-2—Diagramatic Section—thru Warehouses 

W-5081-3—First Floor Plan 


W-5081-4—Second Floor Plan 
/-5081-5—Third Floor Plan 


W-5081-6—Fourth Floor Plan 
W-5081-7—Fifth Floor Plan 

W-5081-8—Sixth Floor Plan 
W-5081-9—Seventh, Eighth, Ninth Floor Plan 

We have also received prints of the existing buildings relat- 
ing to the Arena Building, Columbus Avenue warehouses, and 
the three buildings in West 67th St. near Columbus Ave. 

We also understand that other drawings are available in 
your files covering balance of buildings in the production block 
(item c. above), and Austin can review and request prints of 
necessary drawings as required. 

We have recommended and you have authorized us to retain 
Mr. H. M. Cole asa consultant in major, non-routine matters of 
zoning, building code, labor law and other applicable ordinances 
and regulations relative to the development of your consoli- 
dated production facilities; and further to act as representative 
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in dealing with the various departments and agencies having 
jurisdiction. 

As a result of the above, and due to the extreme urgency of 
having the new Color TV Studio in operation by September 1, 
1966, we will recommend developing the Master Report in 
stages to suit the requirements. 


PART I—IMMEDIATE OBJECTIVE 


A. This will require a new complete Color TV Studio to be 
located in the Arena Building on West 66th Street [218] modi- 
fied to suit and be ready for ABC installation of production 
equipment on May 1, 1966. In order to determine structural 
capability of the roof trusses and second floor you authorized 
us verbally on March 23, 1965 to assign suitable personnel to 
commence with preliminary design work on the Arena Building. 

We have completed our field investigation of the Arena 
Building and are now preparing outline drawings and specifi- 
cations for this work for your review and approval. These ap- 
proved drawings and specifications will form the basis for prep- 
aration of budget estimates by others and for preparation of 
detailed engineering drawings.and specifications for construc- 
tion of this facility. We are attaching two (2) copies of Se- 
quence of Operations relative to the work in connection with 
the new studio. 

B. Alterations to existing warehouse buildings at 145 and 
153 Columbus Avenue to permit storage of scenery and truck 
dock for receiving materials and to existing building at #52, 
+56 and #60 West 67th Street for shops and storage will be 
scheduled to commence at the earliest practical date without 
delaying the color TV studio project and to be completed by 
September 1, 1966 or as soon thereafter as practicable. The 
attached Sequence of Operations will be modified in the near 
future to reflect the requirements of this Item B. 

C. Passage on ground floor level to permit interior move- 
ment of scenery from warehouse to TV 1 and 2. 

D. Building services for heating, ventilating and air condi- 
tioning, plumbing, building equipment and Owner process 
power. 
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PART II—LONG RANGE OBJECTIVE 


A. Alterations to existing buildings, A, B, C, D, E, F, G, J 
and the Healy Building to permit relocation, expansion and 
rearrangement for the following production departments: 

a. ABC Engineers , 
b. Office and Studio Services (Part.) Including Build- 
ing Maintenance 


[219] 

c. News 

d. WABC-TV Programming (Part) Administration 
(Part) and Production 

e. WABC-TV Film Services 

f, TV Network Programming (Part) 

g. Radio Network Programming (Part) 

h. TV Network Film Services 

i. TV Production Services 

j. Studios, TV and Radio except WABC 

k. Supply and Receiving (Part) 

1, First Aid (Part) 

m. VTR, Film Projection and Central Technical Facil- 
ities 

B. Each building expansion or rearrangement must be jus- 
tified on the basis of need, and shall be an increment in the 
master:plan development of the production facility. 

C. The new or re-used buildings must be laid out for efficient 
interdepartment traffic flow. 

D. Existing buildings must be utilized to their maximum 
practical use. 

E. The proposed construction program must be sequenced so 
that there is a minimum disruption of routine of any depart- 
ments involved. 

F. The proposed building designs and materials of construc- 
tion shall be selected on the basis of function and economy but 
architectural esthetics will be considered where it will enhance 
the prestige and appearance of the facility. A plan, or alterna- 
tive plans, for unification of the frontal appearance of the Pro- 


56 


duction Center Buildings on West 66th Street and Columbus 
Avenue will be proposed. 

G. The allotment of space and the phasing of construction 
to accommodate the technical equipment which will be spe- 
cified and arranged by ABC. 

The following information will be required from ABC to 
form a basis for our work, and we will consult with the ABC 
personnel designated by ABC to gather the information: 

1. The requirements for a new Color TV Studio and its sup- 
porting facilities. 

[220] 2. The future trend of TV programming as it will affect 
the use of studios and technical facilities. 

3. The present and anticipated personnel count by function 
for each department affected by the expansion and consolida- 
tion program so that office and departmental locations can be 
planned. 

The presentation of the study will contain the following 
items: 

1. A justification or explanation for each building expan- 
tion or rearrangement as recommended. 

2. Preliminary drawings including floor plans, and necessary 
elevations, sections, etc., to outline the proposed work. 

3. Outline specifications to further define the proposed work. 

4, Architectural renderings for the proposed modified pro- 
duction facility. 

In performing this survey and report we shall work in close 
collaboration with you and the various members of your staff 
whom you designate. We will periodically discuss with you 
the progress of the work and we will from time to time solicit 
your advice and assistance and request additional data as re- 
quired during the progress of the work. 

We estimate it will take from 14 to 16 weeks after authoriza- 
tion to complete the Report. 

Part I of the Report will take five (5) weeks to complete, 
starting as of March 23, 1965. 

We estimate the cost of this Report will be in the range of 
$38,000. to $43,000. We will not exceed $43,000. without your 
knowledge and prior approval. 


Budget estimates for construction of the facilities will be 
furnished by others. 

[221] This Report will be done under the terms and condi- 
tions of our Standard Commission Contract with you dated 
December 31, 1961. 

It is a pleasure to submit this letter for the proposed consoli- 
dation program for the production operations in the 66th, 67th 
Street block. We are in a position to start immediately upon 
your authorization. 

If the above meets with your approval please sign the dupli- 
cate copy of this letter and return to us. 

Very truly yours, 
Tue Austin Company, 
Joun W. ERIKSEN. 
Approved: 
AMERICAN BROADCASTING-PARAMOUNT 
THEATRES, INC., 
By 


Vice President. 


Date: April 28, 1965. 
[222] SEQUENCE OF OPERATION 


A meeting was held on April 9, 1965 at which were present 
Messrs, Sebastian, Pointer and Preston for A.B.C. and Messrs. 
Eriksen, Gishlick and Cheechi for Austin. Inasmuch as there 
appeared to be some question as to the sequencing of opera- 
tions, it was suggested that a detailed schedule be presented to 
clarify this item. In connection with this please note the follow- 
ing target dates. 

a. April 16, 1965.—Austin to submit description of demoli- 
tion to be performed within the interior of St. Nicholas Arena 
with support sketches that, with inspection of the site budget 
cost can be quoted to perform this work. Upon acceptance of 
cost by Owner and issuance of the required permits, demolition 
is to commence on the earliest date possible. 

b. April 26, 1965—Austin to submit for final review and 
comments layout drawings and outline specifications—these 
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drawings to be reviewed by Mr. Cole for comments in connec- 
tion with the Building Department requirements. 

c. April 30, 1965—Final scope drawings and specifications 
completed, ready for engineering to commence. To be sub- 
mitted to Owner for approval and signature. Lighting and Ac- 
coustical Design will be initiated on this date. 

d. May 3, 1965.—Detailed engineering to commence. Scope 
drawings filed with the Building Department (if permitted) 
for alteration application number and preliminary review. Mr. 
H. Cole to file these documents. 

e. September 6, 1965—Construction to commence on 
Studio. This date requires confirmation of contractor. 

f. November 1, 1965.—Engineering substantially complete. 

g. May 1, 1966.—Construction sufficiently complete. Com- 
mence with A.B.C. equipment run-in period. 

h. September 1, 1966.—On The Air! 

The above schedule relates to the Studio only with prepara- 
tory work for the future integration of the five adjacent build- 
ings limited to adequate engineering for filing with the Building 
Department. 


(Federal Communications Commission Exhibit No. AR-11; 
presented by American Broadcasting Co.] 


[223] AmeERICcAN Broapcastinc CoMPANY, 
INTERDEPARTMENT CORRESPONDENCE, 
April 29, 1968. 
To All concerned. 
From Frank Marx. 

The Austin Company has completed its preliminary survey 
for the development of the 66th Street properties and will 
shortly commence work on a master report for the utilization 
of the buildings on the West 66th-67th Street block as a Pro- 
duction Center. 

The immediate objective is the completion of a color TV 
studio to be located in the Arena Building on West 66th Street 
to be ready for operation by September 1966. 

In performing this work the Austin Company will require 
additional meetings and information from those departments 
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which will remain in this area in order to fulfill each of the 
requirements. 
Expansion and rearrangement studies will be made for the 
following departments and groups: 
(a) Operations and Engineering 
(b) Office and Studio Services, including Building 
Maintenance (partial) 
(c) ABC News 
(d) WABC-TV Programming (partial), Administra- 
tion (partial) and Production 
(e) WABC-TV Film Services 
(f) TV Network Programming (partial) 
(g) Radio Network Programming (partial) 
(h) TV Network Film Services 
(i) TV Production Services 
(j) Additional Studios, TV and Radio (except WABC) 
(k) Supply and Receiving (partial) 
(1) First Aid (partial) 
(m) VTR, Film Projection and Central Technical 
Facilities 


As rapidly as preliminary plans become available they will be 
transmitted to the specific departments for study, comments 
and facility layouts. 


[224] {Exhibit AR 12] 
SUMMARY Hoitrwoop Expansion, Jury 8, 1965 


Alternate No.1 Alternate No. 2 


Phase 1 and 2(a).. 
Phase 1 and 2(b) 
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[225] Phase 1 


STUDIO 5, SUPPORT FACILITIES AND SHELL STUDIO 6 


Construction Costs: 


Studio 5, 6 shell, studio core and corridor*..._ 2, 530, 680 
Service Building* 552, 400 
Central Heating and Refrigeration* 308, 600 


Piping—gas—water*_. 
Terraced Parking*.... 
Parking Lot Lighting... - 
Scenic Storage Building 
Guard House 


Furnishing & Equipment (non-electronic) : 
Seating, carpet and drapes... __ A 


44, 750 
93, 950 
20, 000 
50, 000 

4, 000 


46, 200 
20, 000 


33, 000 
35, 000 


Electronic Equipment Installed.........------------------- 


Total cost, phase 1 
*Austin Co estimate of May 7, 1965, pages 5-1 and 5-2 of report. 


[226] Phase 2 


COMPLETION OF STUDIOS 6B AND 6C 
a. 45-foot ceiling: 


Electronic Equip- 
ment Installed_. 1, 146, 000 


1, 198, 000 
60, 000 
——_1, 258, 000 
b. Second Level (Studio 
Control Room, Offices) 
Construction 302, 000 
Electronic Equip- 
ment Installed... 1, 146, 000 


3, 671, 000 


113, 000 


3, 784, 000 
3, (05, 000 


6, 789, 000 
339, 000 


7, 128, 000 


Phase 1 and Phase 2(b) 


[227] 


EQUIPPING STUDIO 6A 


Furnishings. 50, 000 
Electronic Equipment Installed...... 1, 653, 000 


Total... 1, 703, 000 
Contingency 


1, 788, 000 


[228] 


Construction: 


Carpets & Drapes 
Cabinets 


8, 648, 000 


10, 174, 000 
10, 436, 000 


12, 464, 000 
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[Federal Communications Commission Exhibit No. AR-15, 
presented by American Broadcasting Co.] 


[253] Dreset Construction, 
A DIvISION oF Cart A. Morss, INc., 
January 24, 1966. 
Mr. Frank Marx, 
American Broadcasting Companies, Inc., 
7 West 66th Street, New York City, N.Y. 
Re: ABC Complex. 

Dear Mr. Marx: In accordance with our various conversa- 
tions, we have worked-up some rough figures based on cubes 
and have come up with an approximate project value of 
$39,050,000. The enclosed key plan gives the approximate 
breakdown. 

Cordially, 
Irwin MItter, 
Executive Vice President. 
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[Federal Communications Commission Exhibit No. AR-19; 
presented by American Broadcasting Co.] 


[288] AMERICAN BroapcasTING CoMPANY, 
INTERDEPARTMENT CORRESPONDENCE, 
July 15, 1966. 
To: Mr. Julius Barnathan. 
From: Frederick J. Schuhmann. 
Subject: Austin Meeting 7/8/66. 

In a meeting held July 8th at 1330 the Austin Company 
presented its recommendations to ABC. Among those present 
were Messrs. Goldenson and Siegel, who have asked for com- 
ments from ABC personnel regarding the Austin Plan. 

The presentation by the Austin Company was a complete 
disaster, with a poor slide presentation and poor. coordination 
of sequence in relating requirements. The content of the pres- 
entation was the same as submitted in lesser detail at the 
beginning of the year. It was quite apparent that the plan, 
which the Austin people clearly indicated was a result of re- 
quests by various department heads along with overall guide- 
lines set forth by the company, did not seem favorable to Mr. 
Goldenson. Mr, Siegel pointed out that in fairness both to the 
Austin Plan and to ABC, the tremendous ‘expansion, both 
actual and projected, of ABC since the first of the year has 
been beyond that which was readily foreseeable. I think this 
is the most vital factor resolved in the meeting. 

Therefore, the recommendation for a three-storied structure 
on the most valuable piece of property (facing Columbus Ave- 
nue between 66th and 67th Streets) is not a feasible one. 

There is no doubt that the Austin people were put in a vise 
between projecting the growth for the next several years of 
those areas to be confined to the production center and the 
continuing problem of keeping the day-to-day operation on 
the air and simultaneously expanding these operations within 
the next year, such as the expansion of technical facilities into 
the basement areas on West 67th Street. 

Further, I was surprised that comments regarding the layout 
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as presented in draft form in January had not been incorpo- 
rated into the plan. Attached you will find copies of minutes 
from the meetings held with ABC and Austin personnel, along 
with a rough copy of plans showing modifications requested. 
It is apparent that the only work done after the first of the year 
concerning the overall project was the modifications to “A” 
Building for News and office space at 1926 Broadway. 

[289] Messrs. Goldenson and Siegel indicated that a 25-year 
plan which would include the technical center and adequate 
office space is a minimum basis for starting the project. A logi- 
cal viewpoint would be to start at Columbus Avenue and work 
eastward eventually demolishing everything in order to ulti- 
mately create a modern, integrated office and technical facility. 
In this plan News and WABC Local would be self-contained 
in their own areas and not spread out as shown in the present 
plan. 

A major good point in the presentation is the fact that scen- 
ery building, scenery handling and studio floors are all located 
on the same level. However, Mr. Goldenson felt that an audi- 
ence walking up several steps in order to get into a studio is 
in effect putting an obstacle in the way of the audience. 


I think that any comment at this time regarding the Austin 
presentation is rather superfluous in view of the new guide- 
lines set forth by Messrs. Goldenson and Siegel. 

Freperick J. SCHUHMANN. 


[Federal Communications Commission Exhibit No. AR-20; 
presented by American Broadcasting Co.] 


[290] Juuy 20, 1966. 
To Mr. Simon B. Siegel. 
From Frank Marx. 
Subject: New York Production Center. 

You have asked for comments on the Austin Company 
“Proposed Production Center New York City.” 

The report, to the extent possible, reflects the requirements 
of the several departments interviewed as noted in the series of 
minutes incorporated in the report. It appears to reflect the 
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requirements of individual departments rather than to express 
a long range view for the development of our 66th Street prop- 
erty. It reads as an expedient solution to immediate problems 
rather than a total solution to a long range goal. 

For example, Austin proposes that Building “B” (TV-1/2) 
and 7 West 66th Street remain as part of the long range 
development. Although TV-1 and TV-2 are adequate studios, 
they do not represent optimum size or optimum ancillary 
features of modern television studios. Even though 7 West 
66th Street provides useful office space, the building must not 
be considered a permanent part of a long range multimillion- 
dollar development. These two buildings will serve for a period 
of years during the development of the more westerly portion 
of our plot. When this development is capable of handling the 
TV-1/2 load, these buildings should then be demolished to 
make way for a modern structure. Long range planning must 
take this into account now. 

Previous long range studies for the development of the 66th 
Street plot have always considered that at some time in the 
future, a multistory tower office building would occupy the 
frontage on Columbus Avenue between 66th and 67th Streets. 
Studios and service buildings were to be erected immediately in 
back of the office building continuing to the apartment build- 
ings on the east side of the plot. All service areas, i.e., garages, 
scenery, shops, etc. would be under ground. Operating require- 
ments, such as technical, film, and other engineering/mechani- 
cal functions, would occupy the technical services building, 
similar to the Hollywood structure. 


[291] The single most important factor of the earlier devel- 
opments placed all studios at ground level but at the same time 
provided long range expansion, if necessary, by building 
vertically. 

The 1966 plan shows studios stacked and of inadequate size 
for current television programming. They further require verti- 
cal movement of scenery and people. The plan furthermore al- 
lows for limited expansion and, as a matter of fact, would lock 
in several important departments without providing for logical 
modular long range development. 


67 


[365] 
{Exhibit AR 25A] 
Broadcast operations and engineering 


SUMMARY 
[Nov. 4, 1966, pending project report] 


Total 1966 1967 1968. 
Pending project description project quarterly quarterly quarterly 


cost cost cost 
(thousands) (thousands) (thousands) 


cost 


$29,374,500 = $1,191,000 $16,192,000 $11, 991, 500 
21, 130, 000 50,000 11, 080, 000 
TV Owned Stations. 3, 604, 000 89, 000 2, 935, 000 
Radio Owned Stations. 386, 400 28, 400 158, 000 
Anticipated Small Capital Equipment Items 
Normally Replaced or Added Within A 
Calendar Year (See Exhibit “A’’) 
TV News Dept. Projects (800,000 515,000)... 


Grand total. 23, 371, 500 


[366] 


A. New Technical Bldg. (10 floors): 
1. Construction 

. Routing Switcher, 

. PGM Assembly Control Room... 

. Net Control Room #1. ..- 

. Net Control Room #2. . 

. Transmission Equipment. 

New Telecine Equipment area— 
Purchase four (4) color film 
chains, accessories and move 
present color film chains. 

. New Videotape and Film Record- 
ing Area—Purchase (4) new 
color videotape recorders, a0- 
cessories and move present 
videotape and film recorders... 

. Film Processing Equipment— 
Two (2) Systems. 

. Relocation of both > 


11. Relocation of TV Maintenance 
and Engineering Lab. 

12. Furniture, fixtures and tele- 
phones for entire new building. 

13, Moving of personnel to new 
building (Broadcast Operations 
& Engineering and others)..... 
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Broadcast operations and engineering—Continued 
[367] NEW YORK—Continued 
[Nov. 4, 1966, pending project report] 


1967 1968 
Pending project description Quarterly quarterly quarterly 
it Si 


cos cost cost 
(thousands) (thousands) (thousands) 


Interim “B” Basement Operation Until 
Completion of New Building Above: 

(a) Preparation of “B” Basement area 
for interim expansion of technical 
facilities including: 

. Relocate local Film Services. . 
. Program Assembly Control 


Color Film Chain area. . 

. Video Switching area, (Note: 
Studio TV-C remains in 
service): 

Construction... $265, 000 


(b) Interim Pgm, Assembly Contro! 
Room (TV-6).. 

(c) Temporary Network Control (TV- 
4) wecccceccnccnescacnccassesccoacs 

da) Temporary Network Control (TV- 


{368} 

(e) Purchase four (4) new V R-2000 color 
video recorders to support color 
studios by the fall of 1967 and to 
lower down time during the high- 
banding of TR-22 video recorders 


() Purchase four (4) new color film 
chains to support color studios by 
the fall of 1967 @ $130,000. 

C. TV Studios: 
(1) Colorize Studios TV-1 and TV-2: 


(3) Colorization of Elysee Theatre 
(TV-15).. er 
(4) Interim Color @ Colonial Theatre 


(5) Ritz Theatre to continue as a 
black and white studio 
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Broadcast operations and engineering—Continued 
[369] NEW YORK-—-Continced 
[Nov. 4, 1966, pending project report] 


Total 1966 1967 1968, 
Pending project description project quarterly quarterly = quarterly 
cost cost 1 it 


cos! cos' 
(thousands) (thousands) (thousands) 


D. Technical Support Equipment: 
1. High-band modification kits for 16 
TR-22 videotape recorders @ 
$14,000 cach for New York 


2, High-band modification kits for 4 
TR-22 videotape recorders @ 
$14,000 each for the Washington 


3. Note: If RCA cannot supply func 
tional high-band kits, 12 video 
recorders will have to be ordered 
in 1967 and 8in 1968 so that RCA 
TR-22 recorders can be phased 
out of the tape rooms in New 
York and Washington News Bu- 
reau @ $130,000. 

4. Two (2) Color Kine Recorders @ 


Vid-Film Unit, Livingston Lab, 

England @ $145,000... 

Tf first prototype system success- 
ful, it is estimated four (4) addi- 
tional systems may be required, 

[370] 
E. Network Mobile Units; 

1. One self-propelled and self-powered 
color mobile unit with a basic 
complement of four (4) color 
cameras expandable to six (6) 
to be assigned to the following 
locations: 

KGO-TV, San Fran. $800,000 
WBKB-TV, Chicago 800,000 
WXYZ-TV, Detroit. 800,000 
Wash. TV News Bur.1, 000, 000 


F. 1968 Political Conventions & Olympics: 
1, Eight (8) portable live color 


2. Two (2) color film chains @ $90,000. 
3. Two (2) color video recorders @ 


5, Communications van......--...-- 
6. Two (2) portable field video 

switching systems @ $100,000... 
7. Microwave equipment 20 systems 
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Broadcast operations and engincering—Continued 
{371] NEW YORK—Continued 
(Nov. 4, 1966, pending project report] 


Total 1966 1967 1968 
Pending project description project quarterly quarterly quarterly 
cos! 


cos! cost cost 
(thousands) (thousands) (thousands) 


F. 1968 Political Conventions, etc.—Con. 
8. RF Communications equip. for 
TV Eng. and TV News......... 
9. Radio equipment required for 1968 
Political Conventions 
G, General Field Equipment: 
1, Replacement of obsolete field am- 
plifiers and accessories. 
2. Radio equipment for Apollo space 


3. Radio RF equipment for special 
events—golf, horse racing, foot- 


H. General Projects: 

1. NY-1040 supplement for addi- 
tional tech. equip. and construc- 
tion for Network Radio at 
Wash. Nows Bureau “Bank 


2, NY-1113 supplement for WABC 
Radio at 1330 Building. 

3. New Antenna Ground System for 
Lodi AM transmitter. 

(372 
Ll. Ultimate Development of ABC 66th 
Street Site: 

1. New Network & Local TV 

Studios 


1,191,000 16,192,000 11, 991, 50 


[3731 HOLLYWOOD 


A. Now Hollywood Technical Building 820, 000 
a. Construction 
1) Provide a 60’ x 120 addition 
to present Tech. Bldg. 
basement and two floors. 
2) Alter existing 1st floor Tech. 


¢. Combination program assembly 
and Net Control Room #1 
d. Not Control Room #2. 


f. Transmission equipment... 
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Broadcast operations and engineering—Continued 
{373] HOLLYWOOD—Continued 
(Nov. 4, 1966, pending project report} 


Total 1966 1967 1968 
Pending project description Project quarterly quarterly quarterly 
cost Cosi 


cost cost 
(thousands) (thousands) (thousands) 


g. New Telecine equipment area, 
purchase four (4) color film 
chains, accessories and move 
present chains 

h. New video tape and film recording 
area—purchase four (4) new color 
videotape recorders, accessories, 
and move present videotape and 


1, Furniture, fixtures and telephones 
for Technical Building 
(374) 
B. TV Studios 
1. Colorization of Studio “D” 


Total. 
2. Colorization 


C. Technical Support Equipment 
1. High-band modification kits for 14 
TR-2 Videotape Recorders @ 


2. Note: If RCA cannot supply funo- 
tional high-band kits, 8 video 
recorders will have to be ordered 
in 1967 and 6 in 1968 @ $130,000. 

3. Two (2) color kine recorders @ 


One (1) self-propelled and self-powered color 
mobile unit with a basic complement of 
four (4) color cameras expandable to six (6) 
for Network and KABC-TV use......... 

E. General Projects 

1. Emergency power generator for 


4. Pulse distribution equipment... 
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Broadcast operations and engineering—Continued 
[375] HOLLYWOOD—Continued 
(Nov. 4, 1966, pending project report] 


Total 1966 1967 1968 
Pending project description Project quarterly quarterly aoasterly 
t st 


cost cosi cos cos" 
(thousands) (thousands) (thousands) 


F. Further Development of ABC-TC Holly- 
wood Property 

1. Construction of a new network 
studio. 


3, Terrace parking, parking lot lights, 
guard house and landscaping... 


. Add two stories to the existing Ad- 
ministration Building. 

. Renovate Bldg. #25 for offices and 
interim expansion of Studio “F’... 

. Expand and refurbish executive dining 
room and new coffee shop. 

. Central heating, refrigeration, piped 
gas and water. 


$21, 130, 000 $50,000 $11, 080, 000 


SUMMARY—TELEVISION OWNED STATIONS 


1966 1967 1968 
quarterly quarterly quarterly 


cost cost cost 
(thousands) (thousands) (thousands) 


Detroit—WXYZ-TV... $1, 104, 000 
Chicago—WBEKB-TV.. 946, C00 
San Franciscoo—KGO-TV, 1, 554, COO 


3,604, 000 89, 000 


73 


Broadcast operations and engineering—Continued 
DETROIT—WXYZ-TV-OWNED STATION 


Pending project description 


1, Purchase two (2) Ampex VR~-2000 color 
high-band recorders to replace present 
two (2) B&W Ampex VR-1000 recorders 
by January 1967 @ 130,000 each, 

2. High-band modification kits for 2 TR-22 
video tape recorders @ $14,000, total 


3. Note: If RCA cannot supply functional 
high band kits, two (2) Ampex VR-2000 
color recorders will have to be purchased 
by January 1968 @ 130,000 each. 

4. Colorize studio “B” with three (3) color 


Total cost 
of project 


1966 quar- 1967 quar- 1968 quar- 
terly cost torly cost terly cost 


(thousands) (thousands) (thousands 


CHICAGO—WBKB-TV-OWNED STATION 


1, High band modification kits for four (4) 
TR-22 videotape recorders @ 14,000 
each; total 56,000. 

2. Note: If RCA cannot supply functional 
high band kits four (4) Ampex V R-2000 
should be purchased by February 1967 


Colorize studio “C” with two (2) color 
cameras by July 1967. 
. Two (2) MAG stripe modification kits 
for TP-6 film projectors & one (1) Mark 
V 200m lens... 


Replacement of control room monitors. . 
. Video equalizers & amplifiers... 
New camera pedestals & pan heads. 


Broadcast opcrations and enginecring—Continued 


SAN FRANCISCO—KGO-TV-OWNED STATION 


eee 
Total cost 1966 quar- 1967 quar- 1968 quar- 
Pending project description of project terly cost terly cost terly cost 
(thousands) (thousands) (thousands) 


eee 


1. One (1) new color film camera for island #3 
2. 


3. Replace present two (2) Ampex VR-1000 
B&W recorders with new Ampex VR- 
200 by Jan 1967 @ 139 130,000 each. 

. High band modification kits for two (2) 
TR-2 videotape recorders @ 14,000 
each, total, 28,000, 

. Note: If RCA cannot supply functional 
high band kits by Jan 1967, two (2) 
Ampex VR-2000 will have to be ordered 


. Sutrotall tower project preliminary devel- 
opmental cost for tower design & an- 
tenna configuration estimated ABC 
optimum share 250,000. . 

. Three (3) film screening projectors (Jan)... 

. Motorola two-way radio equipment for 


11, News film equipment. 
12. Spare headwheel panels for TR-22 video 


89,000 


SUMMARY—RADIO OWNED STATIONS 


DETROIT—WXYZ-RADIO-OWNED STATION 


WXYZ radio test equipment...... ar 
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Broadcast opcrations and engineering—Continued 
CHICAGO—WLS AND RADIO NETWORK-OWNED S8TATION 


Total cost 1966quar- 1967 quar- 1968 quar- 
of project terly cost terly cost —_terly cost 
(thousands) (thousands) (thousands) 


CH-163 wave form transmission measure- 
ment equipment. 

Ampex AG-350 audio recorder..... 

Test equipment for WLS studios 


8AN FRANCISO—EKGO-RADIO 


Emergency power at Mt. Sturo for Mosley 


PITTSBURGH—EQV-RADIO-OWNED STATION 


Estimate on new KQV-Radio facilities in- 

cluding offices, studios, & technical equip- 

ment (technical & construction estimate)... 350,000 .. 
Estimated project completion date 3rd qtr..  .....------- oe 


[387] Exurerr A—ANNUAL SMALL CaprTraAL EQUIPMENT 


CATEGORIES OF EQUIPMENT ITEMS THAT WILL FALL WITHIN AN 
ANNUAL EQUIPMENT REPLACEMENT BUDGET 


A. TERMINAL EQUIPMENT 
Audio Amplifiers 
Pulse Distribution Amplifiers 
Video Distribution Amplifiers 
Processing Amplifiers 
B&W Video Monitors 
Color Video Monitors 
Oscilloscopes 
Vectorscopes 
Test Signal Generators 
Color Bar Generators 
Colorplexers 
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Syne Generators 
Video Patch Panels, Plugs & Cords 
Audio Patch Panels, Plugs & Cords 
Equipment Racks & Console Housings 
Remote Control Devices 
Vendor Modification Kits to up-date present equip- 
ment 
Tape Cartridge Units 
Studio/Field Remote Amplifiers 
B. STUDIO/FIELD EQUIPMENT 
TV Camera Lens 
TV Camera Friction Heads 
TV Camera Pedestals and Tripods 
TV Camera Cables, Plugs & Connectors 
Headsets and Intercom Equipment 
Audio Tape Recorders 
R. F. Microphones 
Walkie-talkie Equipment 
C. FILM EQUIPMENT 
Screening Projectors 
Editing Equipment such a Moviolas, shelves, benches, 
splicers, ete. 
D. TOOLS (SAWS, DRILLS, ETC.) 
TV Maintenance 
Radio Maintenance 
Production Services 
E. TV AND RADIO TEST EQUIPMENT 
Replacement Only 
F. PRODUCTION SERVICES 
Studio Lighting Fixtures 
Miscellaneous Studio Service Equipment Items 
Total $600,000. 
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[389] Exarsit “B” 
Estimated cost for one complete color TV camera chain 


Qty Description 


1 Marconi Mark VII Color Camern Chain 
To include: 
Camera Head with Tilting Viewfinder 
Camera Control Unit 
10:1 Fully Servoed Zoom Lens.. 
Remote Control Panel. 
Encoder.. atte 
Module Extender Board. 
4 Plumbicon Tubes. . 
100 Ft, Camera Cable. . 
RM 529 Oscilloscope....--...-.--- 
RLB 14 14” Monochrome Monitor 
CYA/I7RS 17" Color Monitor........ 
PN-8833BCL/Q TV Products Pneumatic Pedestal 
HFCH Houston Fealess Cam Head 
BR-84A Rack... 
Lens Range Extenders ‘Est. ).. 


Tax and Transportation... 


Grand total 


[390] Exarsit “C” 


Estimated cost for one completely color equipped video tape recorder 
Description Amount 


Videotape recorder/reproducer complete with items listed in Attachment A.... $62,670 
Amtec Time Element Compensator. 7,720 
Colortec—Direct Color Recovery System. 

Color kit for Processor. 

Deviation Module SMP’ 

“High Band” R/PB Kit 

Electronic Editor. 

Editec—Control System... 

One Line Delay Chassis... 


Ro 
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Exuisir “D” 


Estimated costs for a typical color film island 


Amonnt 


RCA TK-2% Color Film Chain ae ° : oss - $55, 635 
RCA TP-66 16MM Color Film Projector_. 3 ee 14,320 
RCA TP-7 35MM Color Slide Projector... .......... aesuawapeecedes sas 5,167 
GPL-35MM Color Film Projector.........-...--.--- . eeecay 21,000 
TP-15 Multiplexer. 6, 400 


102, 582 
3, 500 


Subtotal. ..... ° s é 106, 082 


% Tax and Traasportation. P . 6, 918 


113, 000 
6,000 


Subtotal 
Electrical Installation 


Subtotal Sewredaseeesassee vascypedse ‘ ae ‘ seenere 119, 000 
Contingency 11,000 


Grand total. .......ccccccsecevcerccccccrerccncccacscccccsecceccceceese * 130, 000 


[Federal Communications Commission Exhibit No. AR-31; 
presented by American Broadcasting Co.] 


Sratus Report AND Future Puans, Fesruary 1967 * 
[410] COLOR CAMERA STATUS AS OF FALL 1967 


The present status of color cameras in operation within the 
ABC Network and local TV stations consists of the following: 
16 Color Cameras in Mobile Operations 
52 Color Cameras in Network and O&O Studios 
2 Under Engineering Evaluation 


70 Color Cameras in Operation 


There are currently 70 color and 165 Black and White cam- 
eras in our current operation. 

It is estimated that 76 additional color cameras will be re- 
quired to equip current and future studio and mobile unit 
requirements. 


2 Status Includes All RCF’s Approved to January 20, 1967. 
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[412] NETWORK VIDEOTAPE STATUS 


The present status of ABC Network Videotape Recorders 
consists of the following: 


26 Hi Color Recorders 
26 Lo Color Recorders 
4 Black and White Recorders 


56 Total Presently in Operation 


It is estimated that we will require an additional 14 Hi Color 
Videotape Recorders within the next two years due to expan- 
sion of our needs. 

Due to the recent introduction of Hi Color Videotape re- 
cording, we are now faced with the problem of either updating 
26 of our present Lo Color Videotape Recorders or outright 
replacements of these 26 recorders with new Hi Color Re- 
corders. It should be noted that if RCA’s Modification Program 
is successful, we can do this for approximately $624,000. If 
RCA cannot supply to us workable modification kits to Hi 
Color update our 26 recorders, we are faced with the replace- 


ment of these units with brand new Ampex Color Recorders 
for an estimated price of $3,380,000. It is our belief that RCA 
will be able to demonstrate Hi Color but the capability of the 
updated machines will not be equal to the new machines. We 
will then review and determine how many machines we should 
replace. 
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Carr 2 
Network videotape status 


Present Future 
Hi Color Lo Color Black & White Hi Color 


Cost data: 14 Future @ $130,000= $1,820,000. 
26 Hi Band Conversion @ $24,000=$624,000. 
or 
26 New Hi Band @ $130,000—$3,380,000. 


[414] NETWORK FILM CHAINS, STATUS 
The present status of ABC Network Film Chains consists 


of the following: 
22-Color 
15-Black and White 
35-Total 
We will require 14 additional Color Film Chains for full 


color operations. 


[415] Cuart 5 
Network film chains—Status 


Present Future 
Black & White Color 


Cost data: 14 Future @ $130,000=$1,820,000. 
278-719 —67——6 
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[416] MOBILE UNITS 


The present status of ABC Network and TV Owned Stations’ 
Mobile Units consists of the following: 
8 Black and White Camera Mobile Units 
2 B&W Videotape Mobile Units 
4 Color Camera Mobile Units 
3 Color Videotape Mobile Units 
It is our estimate that we will need: 
5 Color Camera Mobile Units 
1 Color Videtape Mobile Unit 
Cuart 4 
Mobile units 
as Present 


Black and white 


Hollywood. 


New York. 


New York Stupio—Sratus anp Proposep 
CoLoRIzATION 


SCHEDULE 


The present New York Studio compliment consists of nine 
studios, two of which are colorized. 

Schedules have been prepared for the colorization of six of 
the remaining studios over the next four-year period. The 
seventh studio will be taken out of service. 
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Carr 5 
Network, New York—Status 
Color Status 
Color (7/67) 
. B&W... 


oe B&W... 
- Cc olor Gi67).. 


(PROPOSED TO BUILD NEW STUDIO COMPLEX) 


[420] NETWORK, NEW YORK—PROPOSED COLORIZATION 


10, 360, 000 


[Chart 7.—Progress Schedule of New York Studio 
Colorization] 
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[422] NEW YORK STUDIOS PLANT FACILITIES, PRESENT 
AND PROPOSED 


The New York production facility plant is currently inade- 
quate to meet the present and future requirements for the 
ABC Network. It is proposed that development of the 66th 
Street site be undertaken in a two-step program. 

First, the construction and equipping of a 12-story technical 
operations building; followed by the construction of a produc- 
tion services and studio complex. 

The future development of the remaining 66th Street prop- 
erty is beyond the scope of this report. 


[Chart 8—New York Plant—(Current) ] 
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(Chart 9.—Possible Future Development, New York- 
66th Street Site] 
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[Chart 10.—Proposed Eng. Service Building, New York] 
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[Chart 11—Proposed New York Production Services and 
Studio Complex] 
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[427] HOLLYWOOD PLANT FACILITIES, PRESENT AND 
PROPOSED ‘ 


Based upon current and projected program needs, further 
development of the Hollywood plant is required. 

There are currently 7 production facilities in Hollywood, 5 
of which are color. It is proposed to build 2 additional produc- 
tion facilities and convert one of the remaining Black and White 
facilities into a rehearsal hall. The other Studio will be color- 
ized by moving the Mobile Control Room from the Local 
Studio-K over to Studio-A. This new studio complex will re- 
quire expansion of the Production Services building, new park- 
ing facilities and expansion of employee eating facilities. 


[428] Carr 12 
Network, Hollywood—Status 


Proposed 


- Local Mobile Studio. 


(PROPOSED TO BUILD NEW STUDIO COMPLEX) 
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[Chart 13.—Hollywood Plant (Current) ] 


[Chart 14.—Hollywood Plant (Proposed) ] 
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[Chart 15.—Progress Schedule of Hollywood Studio 
Colorization] 
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[482] TECHNICAL SUPPORT, NEW YORK AND 
HOLLYWOOD 


With the eventuality of all our programming going color, 
our technical support areas will require far more sophisticated 
techniques than we are now using. 

We are now using a Master Control which requires us to 
use patch cords to patch in audio, video, intercommunications 
between film and tape machines and studios. We do not have 
remote control stop-starts from our tape machines and very 
limited use of it in film. Because of the intricacies of color, all 
our switching equipment should be limited to a central point 
which is not the case now. 
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It is proposed in New York that our current Master Con- 
trol, which is obsolete and at the same time does not provide 
us with enough positions, be replaced by a routing switcher 
(which is equivalent to an up-to-date central switch board) ; 
that new control studios be built using the latest in automatic 
devices and that our entire technical support area be housed 
in a new building. Such new building will also provide for the 
necessary air conditioning required for our expanded color 
equipment and for production studios TV 1 and 2. 

It is also proposed that in Hollywood the current technical 
building (which now houses administrative people) be ex- 
panded physically and a routing switcher, break studios, tele- 
cine and videotape be housed in this building. 

CBS and NBC in Hollywood and CBS in New York are 
currently equipped with such facilities. These facilities will be 
the latest available, will make us more efficient and give us 
greater capability and flexibility to handle the very complex 
production techniques of today. 


{Chart 16.—Technical Support] 
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[Chart 19.—Technical Support—New York] 
INTERIM PROPOSED 
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[Chart 20.—Technical Support—Hollywood] 


CURRENT PROPOSED 


ROUTING SWITCHER & TRANSMISSION 
MASTER CONTROL EQUIP - ( TECH. BUILDING) 


NET #1 CONTROL ROOM AND PROGRAM 
liad STUDIOS ASSEMBLY COMBINATION IN TECH, BUILDING 
v-c NET #2 CONTROL ROOM IN TECH. BUILDING 


TV-K NEW LOCAL BREAK CONTROL 
(LOCAL) IN TECH. BUILOING 


TELECINE NEW TELECINE IN TECH BUILDING 


VIDEOTAPE NEW VIDEO TAPE IN TECH. BUILDING 


[438] 0&0 COLOR STATUS 


The three TV owned stations, which are independent of our 
Network centers in New York and Hollywood, currently have 
three basic studios each. During the year 1966, one studio 
at each location has been colorized. 

It is the proposal of our local general managers to colorize 
an additional studio at each location within the calendar year 
1966 as follows: 


BEST COPY 
from the origin 
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WXYZ-TV—Studio B, Detroit------------------------------ ~~~ $45 
WBKB-TV—Studio C, Chicago... 
KGO-TV—Studio A, San Francisco. 


[439] Cuarrt z1 
0 &£0—Color status 


Current color status 


Detroit: 
Studio A..... 
B.. 
Ce. ss 
Chicago: 
Studio A... .. 
B 
Cc 
San Francisco: 


[440] 0&0 FILM CHAINS 


The present status of owned TV station Film Chains con- 
sists of the following: 
12 Color 
11 Black and White 


23 Total 
We will require 7 additional Color Film Chains for full 


operations. 


[441] Cuart 22 
O&O Film chains 


Present 
Black & White 


WABC-TV (N.Y.)... 
WXYZ-TV (Det.)..... 
WBKB-TV (Chi) 
KGO-TV (8.F.).. 
KABC-TV (L.A.) 


1212 & 


to 8 


Total 


Cost data: 7 Future @ $130,000 =$910,000. 


’ AVAILABLE 
al bound volume 
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[442] 0&0 VIDEOTAPE STATUS 


The present status of ABC-TV Owned Station Videotape 
Recorders consists of the following: 


2 Hi Color Recorders 
16 Lo Color Recorders 
4 Black and White Recorders 


22 Total Presently in Operation 


It is estimated that KGO-TV (San Francisco) will require 
two Hi Color Videotape Recorders this year. This will provide 
Hi Color at each of our O&O locations. 

Due to the recent introduction of Hi Color Videotape Re- 
cording, we are now faced with the problem of either updat- 
ing 16 of our present Lo Color Videotape Recorders now 
located at our TV Owned Stations or outright replacement of 
these 16 recorders with new Hi Color Recorders. It should be 
noted that if RCA’s Modification Program is successful, we 
can do this for approximately $416,000. If RCA cannot supply 
to us workable modification kits to Hi Color update our 16 
recorders, we are faced with the replacement of these units with 
brand new Ampex Color Recorders for an estimated price of 
$2,080,000. It is our belief that RCA will be able to demonstrate 
Hi Color but the capability of the updated machines will not 
be equal to the new machines. We will then review and deter- 
mine how many machines we should replace. 


[443] Cuarr 23 
O. & O. videotape status 


————— 
Present Future 
Hi Color Lo Color Black & White Hi Color 


es 


WABC-TV (N.Y.)-.------- ® 
WXYZ-TV (Det.). 2 
WEBK-TV (Chi. 

KGO-TV (S.F.).... 

EABC-TV (L.A.). 


1 Hi Color at Location. 

Cost data: 2 Future @ $130,000= $260,000. 
16 Hi Band Conversion @ 26,000=$416,000. 
16 New Hi Band @ 130,000=$2,080,000. 
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[Exhibit AR 39] 


Tue Austin Company, 
ENGINEERS AND BUILDERS, 
New York, N.Y., June 20, 1966. 
W.O. #2472-R 
AMERICAN BroaDcasTING Companies, INc., 
1330 Avenue of the Americas 
New York, New York. 
Attention: Mr. Frank Marx, Vice President. 
Re: Proposed Production Center, New York City. 


GENTLEMEN: We are pleased to submit, in connection with 
Letter of Agreement under date of April 16, 1965 and Stand- 
ard Commission Contract, four copies of a Master Report 
which sets forth our recommendations for the utilization of 
the 66th, 67th Street site as a production center. 

We trust the subject report will service your requirements 
and wish to express our gratitude to all participating A.B.C. 
personnel from whom was received the data which made the 
assembly of this report possible. 

Very truly yours, 
THe AvusTIN CoMPANY, 
Joun C. BENNETT, 
Vice President and District Manager. 


[553] Master Report ror AMERICAN Broapcastinc Com- 
PANIES INCORPORATED, NEw York, N.Y., on Proposep 
Propuction Center, 66TH Street, 67TH Street, New 
Yor, N.Y. 


[W.O. #2472-R—Submitted June 20, 1966] 


[554] TABLE OF CoNTENTS 
Part I Introduction 


a. Authorization 
b. Purpose 
c. Scope 
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Part II Results and recommendations 


a, Results 
b. Recommendations 
c. Exhibits 
(1) Solution 
(2) Move and Construction Sequences 


Part III The analysis 


a. Evaluation of Existing Buildings 
b. Zoning Data 

c. Minutes of Meetings 

d. Existing Distribution of Occupancy 
e. Summary of Requirements 


Part IV Supplement 


a. Authorization 
b. Purpose and Scope 
c. Exhibits 
(1) “A” Building 
(2) 1926 Broadway 
(3) Specifications—Building “1” 
(4) Building “1” 
(5) Move and Construction Sequences 


[555] Part I—Intropucrion 
A. AUTHORIZATION 


On April 28, 1965 American Broadcasting Companies In- 
corporated of New York authorized The Austin Company to 
prepare, under Standard Commission Contract, a Master Re- 
port for the utilization of its New York City site, bounded by 
66th Street, 67th Street, Central Park West and Columbus 
Avenue, as a Television and Radio Production Center. 

For brevity American Broadcasting Companies is referred 
to as A.B.C. and The Austin Company as Engineers. 
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B. PURPOSE 


The purpose of this study is to: 
(1) Examine the existing operating and physical plant. 
(2) Determine the present and projected requirements 
to 1975. 
(3) Recommend the method by which all operations 
other than local radio and executive administrative func- 
tions be housed on the subject site. 


{556] C. SCOPE 


The scope of the work included herein is as set forth in a 
letter under date of April 16, 1965 approved by A.B.C. April 
28, 1965 and as revised by letter of April 5, 1966 signed May 
5, 1966. In accordance with this the Engineers have developed 
& program in which is included: 

(1) A survey and evaluation of each building on the 
proposed production center site. 

(2) Description of present occupancy of all buildings 
on the production center site and satellite locations of 
component operations to be consolidated within the new 
production center. 

(3) Zoning restrictions of site. 

(4) Program as set forth in minutes of meeting 1 thru 
18. 

(5) Recommended Master Plan. 

(6) Sequence of construction steps required to achieve 
recommended solution. 

Also included as a supplement to this report is: 

(7) Preliminary drawings setting forth the allocation of 
spaces within “A” Building, per modification of scope, to 
house a major portion of the news operation. 

(8) Preliminary drawings for alteration of three floors 
at 1926 Broadway. 

{557] (9) Preliminary drawings and outline specifications 
for Building No. 1, the first unit to be constructed on the 
production center site. 

(10) Revised sequence of moves conforming with modi- 
fied scope. 

278-719 —87——7 
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[558] Parr II—Resvurts anp RECOMMENDATIONS 


A. RESULTS 


The results of this study indicate that two major factors are 
having an adverse effect on A.B.C.’s operational efficiency. 
These are: 

(1) The utilization of out dated buildings on the subject 
site which, due to present restrictions, results in limited or 
unoccupied cubage and the over crowding of usable build- 
ings to serve the needs of the production operations. 

(2) The splitting of functions, portions of which are 
presently housed in satellite locations, causing difficult co- 
ordination and communication which results in efficiency 
loss. 

B. RECOMMENDATIONS 


The recommended solution which is set forth herein will pro- 
vide the following: 

(1) A physical plant located in one of the fastest devel- 
oping areas in the United States, adjacent to a world [559] 
renowned cultural center of which A.B.C. is a part. 

(2) A production center which when completed will 
provide for the clients projected growth requirements to 
the year 1975. 

(3) A facility which will, as a result of the grouping and 
location of functions demonstrated herein, provide for an 
efficient flow of personnel and materials to service the 
operations of the production center. 

(4) A physical plant of a character consistent with its 
environment. 

NOTE: It is to be noted that the solution presented in the 
exhibits which follow is based on requirements as set forth in 
minutes of meetings (1 thru 18) held between the dates of 
July 1, 1965 and August 2, 1965. These meetings, in which 
participated representatives of all A.B.C. departments, effected 
project requirements thru the year 1975. 


[560] Due to the dynamics of this industry, space problems 
requiring immediate solution presented themselves prior to 
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the completion of this report. In connection with this, Section 
IV Supplement sets forth the solution of these problems. 

Also to be noted is that the solutions presented in Part IV 
would not interfere, if carried out, with the ultimate master 
plan as presented in Part II. In addition, on the basis of per- 
haps a twenty year projection, an office tower could be con- 
sidered for addition over the planned. production center base, 
consolidating all A.B.C. operations on this most ideal site. 


[Excerpt from Exhibit AR 40] 


ATTACHMENT No. 14 
Miss M. Micuaup anp GrEorGE SEBASTIAN 


OctTosEr 29, 1965. 


(Estimated cash flow for the 4th quarter of 1965 and the Ist and 2nd quarters 
of 1966 for all ABC engineering offices. This report supersedes my previous 
cash flow estimate dated October 22, 1965) 


Summary 
eee 


1965 1966 1966 
4th qtr. Ist qtr. 2nd qtr. 


Hollywood... 

Chicago... 

Detroit... * 

San Francisco... a 175, 700 
Pittsburgh 5 6, 500 


5,979,875 11, 998, 915 


Grorce SEBASTIAN, 


CC: Messrs. Barnathan, Owen and Pointer 


[787] Estimated cash flow for the fourth quarter of 1966 and the first and 
second quarters of 1966, October 29, 1965 


NEW YORK 


RCF No. Deseription 1965 1966 1966 
i 4thatr  Istqtr 2nd atr 


Bendix Cameras 

Digital Display Units. 

Switching and DA Equipment for } > 
Four (4) Ampex V R-660 Video Recorders. 
Remote/Start/Stop, Union City 

Three (3) TK-22 Film Cameras for WABC 
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Estimated cash flow for the fourth quarter of 1965 and the first and 
second quarters of 1966, October 29, 1965—Continued 


(787] NEW YORK—Continued 


RCF No. Description 1965 1966 1966 
4th qtr Istqtr 2ndqtr 


NY-1002 Technical Facilities & Elysee Theatre.. 20,000 

NY-1003 Electronic Equipment for News Department. 

NY-1009 New transmitting Antenna for WABC-TV 
Empire State Building. .......... 

NY-1011 Color Film Equipment, Union City. 

NY-1013 Three (3) Solid State Syno Gen for Field.. 

NY-1018 Modification to TV-11 Control Room... 

NY-1020 = Projection Equipment @ 450 W. 56th St. 

NY-1021_ Color Mobile Unit from RCA. 

NY-1025 Two (2) Ampex Proc Amps for VR-660's 

NY-1026 Four (4) RCA ColorCameras for ABC Color Mobile 
Unit... 

NY-~1030 Sound Recorders for NY Kinescope Operations... 

NY-1033 Test Equipment for NY TV Maintenance... .. 

NY-1084 Three (3) Nagra Recorders, Wash., D.C. 

NY-1036 Portable Video Switcber-TV Field. 

NY-1088 One (1) Ampex VR-2000, Color Terminal Pauly 
ment, and recorder spare modules. 

NY-1000 Facilities for Wash. News Bureau... 

NY-1041 Two(2) RCA TK-42Color Camerasfor Evaluation. 

NY-1042 NY Engineering Lab Test Equipment... 

NY-1043 Audio Equipment for NY TV Operations 

NY-104 NY-11 Sync Interlock System 

NY-1055 Audio Equipment for Jimmy Dean... 

NY-1056 RF Communications Equipment for News Dept.. Sy 


NY-1057. Color ATC & Test equipment for Washington. 

NY-1050 Modification of “C” Building for Production 
Services.........2..2000--e0--- 

NY-1064 Supering Facilities for TV-1, TV: ~2, and TV-11 

NY-1066 Custom sound effects equipment for Production 


NY-1067 


NY-1071 
(788) 
NY-1073 


NY-1076 


NY-1084 = Film Projection equipment for TV-11. . 

NY-1087 Ten Color Monitors for NY Control Room... 

NY-1088 15 Portable G.E. Color Receivers for 38th & 30th 
Floor, 1330 Building . 

NY-1089 Two (2) Color Mobile Units 
Color Mobile Unit. 

N'Y-1000 

NY-1092 

NY-1003 


NY-1101 Two RCA TR-22 Hi Sand Kits NY & R. 
NY-1104 Five Ampex Color Proc Amps for NY uso on space 
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Estimated cash flow for the fourth quarter of 1965 and the first and 
second quarters of 1966, October 29, 1965—Continued 


(788] NEW YORK—Continued 


RCF No. Description 1965 1966 
4th qtr Ist qtr 


NY-1107 Misc. equipment for Union City Network Film 


NY-1108 Threo (3) Conrac Color Monitors & terminal equip- 
ment for NY Video Tapo. 
NY-1109 Camera equipment for News Film Crew in Saigon. 
NY-1111 Two Eastman sound play-back kits and one Bell 
& Howell 16MM for TV News. 
NY-1113 = Technical Equipment for WABC Radio move from 
1926 Broadway to new 1330 Building............. 
NY-1118 Two (2) Magnetic dise video recorders for Sports 
Programs. 
NY-1120 Additional video/audio equipment required at ‘olo- 
nial Theatre for GT-6 & subsequent Space Shots. 
NY-11% — Projection room facilities for Screening & Conference 
Rooms at 1330 Ave. of Americas 
NY-1125 TV Master Antenne & Distribution system for 1330 
Building & Screening Control Room at 66th Street 
Operations Center. .. 
NY-1131 Construction of a one-story bldg. on WABC Radio 
site in Lodi, N.J. to provide space & facilities for 
TV field shop and mobile units. 
NY-1133 Construction of a two-story bidg. at 43 W. 66th Bt. to 
provide space for TV Maintenance, Engineering 
Lab, and technical Assembly Group. 
(789) 
New York Routing Switcher (initially 72 inputs by 
45 outputs) 
Two (2) Network Control Rooms & One (1) Pro- 
gram Assembly Control Room 
Colonial Theatre Colorization (Technical Equip- 
ment Only). 
TV-1 Colorization. 
TV-2 Colorization.... 
Three (3) Production audio ‘consoles—locations: 
Elysee Theatro. Studio TV-2, & Colonial Theatre. 
Equipping one (1) New York Studio Facility 
(black & white) to permit the technical coloriza- 
tion of Studios TV-1, TV-2, and the Colonial 
Theatre 


Washington “Flash” B&W Mobile Unit... 
Alphanumeric Generator for News, Promotion and 


HOLLYWOOD 


Two Video Tape Machines for FABC-TV.. 
Color Fibn Equipment for KABC-TV.. 
New Break Studio for Local & Net Operations. 
Production Lighting Fixtures for Studio b. 

* Portable TV Camera Equipment 
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Estimated cash flow for the fourth quarter of 1965 and the first and 
second quarters of 1966, October 29, 1965—Continued 


{790} HOLLYWOOD—Continued 


RCF No. Description 1965, 1966 1966 
4th qtr Ist qtr 2nd qtr 


Mise. TV Field Equipment 

Alterations to two (2) buildings to accommodate the 
IBM Department. 

Six additional dressing rooms. 

Six additional Video Tape Machines. 

Equipment for Baseball, West 

Moseley studio transmitter link for SASC-FM, 

Color Facilities for Hollywood Palace... .......-.-. 

Support Equipment to supplement existing field 
camera equipment to create a Mobile Unit. . 

Modernize Studio A Control Room os 

Primary power distribution system for TV Center. 

Additional dressing rooms in Studio A at TV Center 

Alter Studio At 1313 N. Vine St. to accommodate 
Nightlife Show. 

Oliver Band-Saw for Production Services. . 

Colorize Studio E purchase & install new color 
support equipment. 

Custom Police Receiving System. 

TV Test Equipment. ....... 

Double System Sound Projector. 

Two (2) Stancel Roffman Audio Recorders........ 

Front Projection—Background System for Pub- 
licity Department... 

New mobile hauling vehicle w: 

Two (2) Network Control Rooms & one (1) Pro- 
gram Assembly Control Room. 

TV Center Routing Switcher. 

Replacement of Audio/Video distribution equip- 
ment at the Mt. Wilson TV transmitter. ....... ° 

New Pulse & Video distribution equipment for TV 


Twelve (12) drop out compensators for video tape 
recorders, two (2) Vectorscopes, and eight (8) 
Color monitors for the Video Tape Room. 

KADC-Radio—Expansion of studio & office area— 
new technical equipment & installation only .... 

EADC-FM contingent on FCC requirement to 
program FM separately—docision this quarter. .. 


Hollywood total. 316, 800 601,400 1,365,000 
SESS 
CHICAGO 


Installation of new video switchers & remote start/ 
stop for VT R & Film Rooms. 

Test Equipment for Chicago Radio Network. 

Basic TV Test & Terminal Equipment for Color 
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Estimated cash flow for the fourth quarter of 1965 and the Jirst and 
second quarters of 1966, October 29, 1965—Continucd 


CHICAGO—Continued 


—— 
RCF No. Description 


CH-138 Dummy Antenna for WLS-AM Transmitter. 
WLS-FM Stereo RF Equipment for Sports pickup, 
Mosely or equivalent. 
Expansion of present O} 
work AM and WLS-FM. 


DETROIT 
_— SSSFSSSSSSSFSSSSSSSSMSSMMMMMMSFsFsfFseF 


DET-73 One (1) RCA TR-22 Videotape Recorder and asso- 
ciated equipment. 
DET-78 


Radio Test Equipment. wales 
WXYZ-FM contingent on FCC requirement to 
program FM separately—decision this quarter... . 


Detroit total. 


One Tektronix 526 Vectorscope ae 

Construction of new radio Building for KCO, new 
control room for TV studios C&O, and altera- 
tions to Radio & TV Building 

Color terminal equipment to include one Tektronix 
Vectorscope, two Ampex Proc Amps, and one 
Riker mult-test generator. 

KCO-FM contingent on FCC requirement to pro- 
gram FM separately—decision should be this 


175, 700 


PITTSBURGH 
—-—_e——— 


PITT+5 Six (6) ATC Cartridge Playback Machines for KQV 


PITT-49 Test Equipment for KQV Studio & Transmitter... 
PITT-51 New Record & playback facilities for the KQV News 
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(Excerpt from Exhibit No. AR-41] 


[845] Merropourran Lire INsuRANCE CoMPANY, 
One Madison Avenue, New York, N.Y., April 3, 1967. 


Mr. Miuron GrossMAN, 
Antitrust Division, 
Department of Justice, 
Washington, D.C. 20530. 

Dear Mr. Grossman: You will recall that when you visited 
us on March 28 and asked about a 50% debt ratio that Mr. 
Goldenson had mentioned. I checked our files for an amend- 
ment to our documents that might include the 50% ratio. It 
was within this context that my letter of March 30 was written, 
ie., our records did not show any existing or contemplated 
amendment to the documents incorporating a 50% ratio. 

Since March 30 I have had reason to talk with Simon Siegel 
of ABC on another matter. In talking with him I mentioned 
that you had asked about a 50% debt ratio. He told me that in 
one of our earlier telephone calls, when the Company was con- 
templating its $25,000,000 bank borrowing, I had indicated to 
him that we would not like to see the Company exceed this 
ratio. 

I do not recall the details of this telephone conversation, but 
at the time I certainly was aware that ABC was approaching a 
50% debt level and in view of this condition it would have 
been normal for me to indicate that we would not like to con- 
gent to the incurrence of additional senior debt which would 
result in a debt ratio of 50% or more. As I might have indi- 
cated on March 23, a 50% total debt ratio (i.e., total senior and 
subordinated debt as related to total net tangible assets) is 
quite common in both public debt issues as well as in debt 
issues that are placed directly with institutional lenders. 

Very truly yours, 
C.R. CHARBON NIER. 


[Federal Communications Commission Exhibit No. AR-42; 
presented by American Broadcasting Co.] 


[865] January 3, 1967. 
Per your instructions, I have supplied C. E. Benham with a 
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preliminary list of six development projects which have been 
indicated to be useful for future utilization by the network. I 
will continue to keep him advised. 
1. Color and raster lock from any outside source now 
operating on U.S. color standards. 
2. Standards conversion from Pal or Secam 625/50 to 
U.S. and vice-versa. 
3. Color Kinescope recording. 
4. Improvement of Plumbicon camera operation to 
handle highlights and low light levels. 
5. Improved color portable camera—light weight Image 
Orthicon Camera. 
6. RF microphone system at 960 MC. 
Max Berry. 


[Exhibit No. AR-43] 
Excerpts From RCA 1966 ANNUAL Report 


[890] THE COMMUNICATIONS MARKET 


The diverse media of radio, television, the printed word, 
photography, and the graphic arts communicate an endless flow 


of information about personalities, issues, and ideas to every 
corner of the nation. 

The organizations that satisfy this hunger for news, knowl- 
edge, and entertainment make up a large and growing market 
for electronic equipment and services, and RCA provides them 
with a wide range of products. 


Broadcast Equipment 
For television and radio broadcasters, RCA provides every- 
thing from a replacement tube to an entire studio and trans- 
mitting facility, fully equipped and ready to go on the air. 
During 1966, the company’s broadcast equipment sales in- 
creased 44 per cent to establish a new all-time record. Much 
of the increase can be attributed to RCA’s new generation of 
color television cameras, particularly the four-tube TK-42, 
which was produced in volume. 
A companion camera for film broadcasts, the TK-27, was 
delivered to scores of local television stations throughout the 
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year, adding substantially to the number throughout the coun- 
try that can now originate color programs from film. Out of 
approximately 620 stations on the air, 450 had that capability 
at the end of the year. At the same time, approximately: 150 
television stations were equipped to originate live color 
programs, 

Television Tape Recordings 

The first deliveries of an advanced color TV tape system, the 
TR-70, were made in 1966. In addition to normal program 
recording requirements, the system is expected to be partic- 
ularly useful to networks and production companies making 
multiple re-recordings of color programs on tape. 

In recognition of the developing technology in TV tape 
equipment, a separate Electronic Recording Products Depart- 
ment was organized to speed the development of new products 
and to incorporate the latest engineering advances in equip- 
ment currently being delivered. 

Graphics 

In the mass communication of information, the electronic pic- 
tures of television are complemented by the graphic images of 
type and photography. Today, graphics comprise the nation’s 
seventh largest industry and represents a promising market 
for RCA’s proven skills in television photographic methods, 
office copier techniques, and computer technology. During the 
year, the company’s new Graphic Systems Division marketed 
its first two products. 

The Graphic 70 Videocomp is a unique electronic type com- 
position system that can set the text for an entire newspaper 
page in less than two minutes, which is approximately 100 
times faster than manual typesetting machines. Its companion 
product is the Graphic 70 Color Scanner, which electronically 
produces the four basic color separations needed in full-color 
printing. 

During 1966, the newspaper industry depended upon RCA 
Communications for photo transmission service with 56 over- 
seas points as well as program broadcast service for news agen- 
cies in all parts of the world. RCA also maintained some 5,000 
teletypewriters and teletypesetters owned by a news service 
used by newspapers and radio stations. 
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[891] THE INTERNATIONAL MARKET 


Economic growth and rising aspirations in most parts of the 
world are creating new international markets for electronic 
products and services. 

Among the principal trends is the accelerating growth of 
television as developing nations seek to initiate or expand cur- 
rently limited services and as advanced nations prepare to in- 
troduce or expand color television broadcasting. 


Television Abroad 


RCA Victor Company, Ltd., RCA’s Canadian subsidiary, sub- 
stantially expanded its color picture tube facility and began 
construction of a new cabinet plant at Owen Sound, Ontario. 

In anticipation of regular color broadcasting in Europe, a 
new company, RCA Colour Tubes Ltd., was formed in England 
in association with the British firm of Radio Rentals Ltd. to 
produce RCA color picture tubes for the British and European 
markets. 

The Philippines became the second Far Eastern nation after 
Japan to begin color broadcasting, employing RCA color studio 
and transmitting equipment installed at a Manila station. 

In Nigeria, RCA began installation of transmission and 
studio equipment at five sites in order to carry monochrome 
television to the entire country for the first time, and the Re- 
public of the Congo inaugurated limited television broadcast- 
ing in November with a new RCA-built station. 

An unusual television and radio service began in South Viet- 
nam with the start of broadcasting from “flying studios” to the 
USS. and Vietnamese armed forces and the public. Three C-121 
Super Constellation aircraft were outfitted with RCA broad- 
cast equipment for transmission from the air to receivers in 
military posts and to sets in cities and remote hamlets. 

In the Middle East, Saudi Arabia began expansion of its 
television network with the aid of additional RCA equipment, 
and the Republic of Iraq ordered television equipment from the 
company for three new stations as part of a five-year television 
expansion program. 

At the year’s end, however, political uncertainty surrounded 
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these two projects and other RCA business activities in the 
Arab world as a result of the announced intention of the Arab 
Boycott Committee to ban RCA, along with other major com- 
panies, because of its refusal to discontinue commercial dealings 
with Israel. 


Other Activities Overseas 

NBC Enterprises was active in 93 foreign countries during 1966. 
The organization sold television films to broadcasting authori- 
ties, extended advice and consultation, and invested in new 
undertakings such as a television station in Hong Kong. NBC 
film crews logged hundreds of thousands of miles from the 
remote vastness of Siberia to the mountain trails of Colombia 
to obtain program material. 

RCA supplied the Hong Kong Ambulance and Fire Service 
in 1966 with mobile two-way radio units mounted on fire 
trucks and ambulances. Similar equipment was provided to the 
Singapore Police Department. 

RCA Communications was selected to provide Thailand 
with Southeast Asia’s first communications satellite earth sta- 
tion. RCA will install, operate, and maintain the station under 
lease to the Thai government. 


[896] RCA AND RESEARCH 


The electronic products that are so radically changing the 
character of society flow from research efforts that continue to 
uncover fresh ideas and develop new technology. 

RCA has long been committed to a broad program of re- 
search in all aspects of electronics, and it has at the same time 
developed important new tools and techniques for research in 
other disciplines. 

One of the basic tools of research in many areas of science, for 
example, is the RCA Electron Microscope. In 1966, a new 
television display unit was added to the electron microscope 
to permit its use as a teaching tool. Images formed in the 
microscope are piped into a television system so that entire 
classrooms can share in the microscopist’s view as he scans & 
specimen. 


109 


Years-of RCA experience in advanced electron tube tech- 
nology-were applied to the manufacture of large klystron power 
tubes for installation during the year in one of the largest and 
most powerful scientific instruments in the world—a two-mile- 
long linear accelerator at Stanford University in California. 
RCA was among three principal tube makers selected to pro- 
duce the 240 klystrons required for the high-energy accelerator, 
which sends electrons down the two-mile raceway at nearly the 
speed of light to smash atoms in experiments probing the struc- 
ture of matter. Each of the tubes delivers a peak power output 
of 24 million watts, and each weighs 1,400 pounds together 
with its magnet and shielding. 

At RCA’s own laboratories, scientists developed a method 
for growing solid crystals of gallium arsenide and its alloys 
from hot vapors. This formed the groundwork for producing 
for the first time a host of high-performance electronic devices 
from these materials. 

Some of the experimental products already produced as a 
result of this process include the first injection laser to emit 
visible light at room temperature and the most efficient electro- 
luminescent diodes ever produced for converting electricity di- 
rectly to light. 

A revolutionary “tubeless” television camera was exhibited 
for the first time in 1966. The experimental device, developed 
for the Air Force, employs networks of thin films of photocon- 
ductors and other semiconductor materials to perform the 
functions handled by a pickup tube and picture processing 
elements in a conventional camera. The novel camera is no 
bigger than a man’s hand, is battery operated, and is regarded 
as a major step toward a personal television communication 
system. 

A major obstacle to obtaining reliable electric power in space 
was removed during the year by the development at RCA 
Laboratories of a silicon solar cell that is up to 100 times more 
resistant to nuclear radiation than standard types. Such devices 
should be able to operate indefinitely in the Van Allen belts of 
radiation that surround the earth in space. 

RCA scientists continued their investigations of the phe- 
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nomenon of superconductivity and also engaged in a major 
effort to develop a “universal” solid-state module as a possible 
building block for a variety of microwave systems that would 
bear upon several RCA product lines. 

An outstanding result of research in 1965 was translated into 
a significant new preduct in 1966. The device is an argon laser, 
which produces the highest power of any visible light laser in 
existence, with a lifetime of more than a thousand hours, in 
contrast to the previous maximum life of about 100 hours for 
such devices. 


[897] THE PEOPLE OF RCA 


The growth in RCA sales and new facilities spurred an 
accelerated hiring campaign in 1966. During the year, the 
worldwide total of RCA employees increased from 100,000 to 
124,000, a record rate of growth. : 

The company has continued to give its most active support 
to the Equal Employment Opportunity Program. The result 
has been a smooth and effective integration of minority groups 
throughout the RCA organization. 

The company’s Tuition Loan and Refund Program en- 
couraged more than 5,000 qualified employees to further their 
education in more than 125 colleges, universities, and other 
schools. 

Several hundred key RCA executives continued their par- 
ticipation in the company’s Executive Management Program. 
The course is designed to provide a better appreciation of 
systems technology and computer capabilities in the application 
of management information systems in RCA. 

Relations with labor unions representing RCA employees 
continued at a mature level in 1966, with no major work 
stoppages. Twenty-one labor agreements were successfully 
negotiated, bringing the total of labor agreements to more 
than 115, covering approximately 60,000 employees. Major 
agreements covering production and maintenance employees 
expire in June, 1967. 


Ml 
MANAGEMENT REALIGNMENT 


A realignment in RCA’s management organization took effect 
on January 1, 1967, reflecting the major growth in the com- 
pany’s business. 

W. Walter Watts, Group Executive Vice President, assumed 
responsibility for Defense Electronic Products, the Broadcast 
and Communications Products Division, and the Graphic Sys- 
tems Division. 

Charles M. Odorizzi, Group Executive Vice President, as- 
sumed responsibility for the RCA Magnetic Products Division, 
while continuing his responsibility for RCA Communications, 
Inc., the RCA Service Company, and the RCA Victor Record 
Division. 

Delbert L. Mills, Executive Vice President, assumed re- 
sponsibility for Distributor and Commercial Relations while 
continuing his responsibility for Consumer Products, including 
the RCA Sales Corporation, RCA Victor Home Instruments 
Division, the RCA Victor Distributing Corporation, and RCA 
Parts and Accessories. 

Other key operating executives now reporting to the Presi- 
dent are John B. Farese, Vice President, Electronic Compo- 
nents and Devices; James R. Bradburn, Vice President and 
General Manager, Electronic Data Processing; and Charles R. 
Denny, Vice President and Managing Director, RCA Interna- 
tional Division. 

In the Corporate Staff, Arthur L. Malcarney assumed the 
new position of Executive Vice President, Manufacturing Serv- 
ices and Materials; Howard L. Letts was advanced to the posi- 
tion of Executive Vice President, Finance; and Edward M. 
Tuft became Executive Vice President, Personnel. In addition, 
the licensing function directed by Melvin E. Karns, Vice Presi- 
dent, was made a part of the Corporate Staff. 

On December 9, 1966, Robert L. Werner was appointed Gen- 
eral Counsel of RCA. Mr. Werner, an Executive Vice President 
and a member of the RCA Board of Directors, had previously 
served for 15 years as the company’s General Attorney. 


* * * * 
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[Exhibit No. AR-44] 
Excerpts From CBS 1966 AnnuaL Report 
[948] CBS LABORATORIES 


In 1966, a year in which the nation’s space and defense ef- 
forts continued to tax the ingenuity of scientists and tech- 
nicians, CBS Laboratories further increased its already con- 
siderable contributions to these fields. The Division also 
introduced a number of new devices in broadcast and industrial 
technology. As a result, sales were the highest in the Labora- 
tories’ history, with an increase of 50 percent over 1965, the 
previous best year. 

Outstanding among CBS Laboratories’ achievements was the 
performance, during NASA’s two Lunar Orbiter missions, of 
the unique on-board readout and ground recording system, 
pioneered and developed by the Division. At the heart of the 
system was the high-intensity Line Scan Tube and associated 
electronics, designed and built by the Laboratories. This sys- 
tem permitted the sending to earth of high-quality photographs 
of the moon’s surface. 

Expansion included a new Educational Technology Depart- 
ment, formed because of the Division’s broadening activities 
in the application of its scientific resources toward educational 
needs in the United States and abroad. 

Increasing international emphasis on the vast field of ocean- 
ography caused the Division to intensify its studies of a num- 
ber of aspects of underwater technology. Research and systems 
development was also stepped up in various uses of the laser. 
including such applications of holography (three-dimensional 
lensless photography) as sonography (seeing under water by 
means of holographic sound) and the transmission of recon- 
naissance photographs. 

Defense and other developments begun during the year in- 
cluded a pod-mounted airborne system for use during low-level 
reconnaissance missions, capable of transmitting on-board proc- 
essed photographs to command posts almost instantaneously. 

A mortar locator is currently under development in coopera- 
tion with the Army Electronics Command. The system will 
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single out the sound waves of muzzle blasts of enemy mortars 
by using an array of direction-sensing microphones. It will then 
alert radar operators to search for specific mortar locations. 

Work was completed on a highly versatile television camera- 
monitor for military application, complete with a back-pack 
power supply and transmitter. The system permits the operator 
to see his camera output on a detachable monitor. 

The first of four Linotron units—the ultra-highspeed photo- 
composing system developed for Mergenthaler Linotype Com- 
pany for use by the Government Printing Office and the Air 
Force—is currently being prepared for acceptance tests. 

Professional products activity increased in 1966. Tecnifax 
Corporation, a wholly-owned subsidiary of Scott Paper Com- 
pany, has begun marketing diazo microfilm duplicating ma- 
chines developed and produced by the Division. 

A new color television image enhancer and a color masking 
amplifier were developed by the Division for the CBS Tele- 
vision Network. These studio devices dramatically improve the 
sharpness and color fidelity of television reception. The Labora- 
tories also designed and built three color mobile units for the 
CBS Television Network—the most compact and most versa- 
tile mobile color television control room ever developed. They 
have already been successfully used for a considerable number 
of remote pickups, including National Football League games. 

The FM Volumax which, installed at the transmitter, pre- 
vents FM overmodulation without distortion, and the Wide 
Range Monitor, which measures program sound, noise and 
cross talk on a single meter scale, were introduced in March, 
and already can be found in television and AM and FM sta- 
tions in every major city in the United States. Their success, 
together with continuing sales of other devices, makes the 
Laboratories one of the leading designers and producers of 
professional audio control systems. 

Perer C. Gotpmark, 
President, CBS Laboratories. 


278-719—67——_-8 
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[Exhibit No. AR-45] 
[974] Enorneertnc Survey AND Report, Part 2 


ReEsutts AND RECOMMENDATIONS 


A. RESULTS 


The results of this study indicate that the present level of 
operations at TV Center, Hollywood are straining the existing 
facilities to the point that the capacity to properly and eco- 
nomically handle additional shows is severely limited. 

It was found that many departments are presently perform- 
ing their tasks under the handicap of overcrowded offices, split 
operations resulting in difficult supervision and inadequate 
control, lack of group conference or meeting rooms, security 
problems, inability to use new or improved technical equip- 
ment because of lack of space or services, damage to tape and 
film because of the lack of proper dust, temperature, and hu- 
midity controls. 

The recommended facilities will provide the proper environ- 
ment for each function and the required space for efficient op- 
erations. The various departments will be located in close 
proximity to related functions for economical flow of material 
and personnel. 


[975] The recommended facilities and services are not pro- 
jected necessarily from adequate or satisfactory conditions, but 
raise the existing facilities to a standard that would be adequate 
to properly meet the present requirements than projected for 
the future five year growth requirements. 


B. RECOMMENDATIONS 


The Engineers recommend that the facilities described in 
this section and located as shown on Exhibit 2, SITE PLAN— 
PHASE ONE, be constructed or remodeled to provide the fa- 
cilities to efficiently meet the present and anticipated future 
work loads. 

This phase of construction is a progressive step toward the 
ultimate master planned development of TV Center, Holly- 
wood, as shown on Exhibit 19, SITE PLAN—ULTIMATE 
DEVELOPMENT. 
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[Federal Communications Commission Exhibit No. AR-46; 
presented by American Broadcasting Co.] 


{1144] BEFORE THE 
FEDERAL COMMUNICATIONS COMMISSION 
Wasuineoron, D.C. 


Docket No. 16828 


In the Matter of 
APPLICATIONS BY AMERICAN BroaDcasTING CoMPANIES, Inc. 

For Assignment of Licenses of Stations WABC, WABC- 
FM, WABC-TV, New York, N.Y.; WLS-FM, WBKB, 
Chicago, Ill.; KGO, KGO-FM, KGO-TV, San Fran- 
cisco, Calif.; KABC, KABC-FM, KABC-TV, Los An- 
geles, Calif. 

For Transfer of Control of Stations WLS, Chicago, IL; 
KQV and KQV-FM, Pittsburgh, Penn.; WXYZ, 
WXYZ-FM, WXYZ-TV, Detroit, Mich. 

For Assignments and Transfers of Ancillary Radio Facili- 
ties. 


SUPPLEMENTAL RESPONSE BY ABC TO MR. FITZPATRICK’S REQUESTS 
OF MARCH 23 AND 28, 1967. 
[1145] 


Law Orrices, McKenna & WILKINSON, 
Washington, D.C. 20036, April 11, 1967. 
Tuomas B. Frrzpataicr, Esq., 
Broadcast Bureau, 
Federal Communications Commission, 
Washington, D.C. 20554. 


Dear Tom: In further response to your March 23 and March 
28, 1967 requests for information, I enclose herewith the fol- 
lowing: 
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1. Further breakdown of American Broadcasting Companies, 
Inc. Revenues for the Years 1963, 64, 65 and 66 (Attachment 
A). 

2. Further breakdown of American Broadcasting Companies, 
Inc. Expenses for the Years 1963, 64, 65 and 66 (Attachment 
B). 

3. News Department Plans and Expenses Anticipated for 
the Calendar Year 1967, prepared as of September 30, 1966 
(Attachment C). 

4. ABC News Release dated March 27, 1967 (Attachment 
D). 

I also desire to make the following corrections in informa- 
tion appearing in Attachment 6 to my letter to you of March 
28, 1967. These errors were uncovered as a result of recom- 
putations. 

a. Attachment 6, page 3, substitute the figure 44,400 in 
place of 94,400 in the NEWS column, Total Homes, ABC. 

b. Attachment 6, page 5, substitute the figure 45,700 in place 
of 95,700 in the NEWS column, Total Homes, ABC. . 
[1146] c. Attachment 6, page 13, substitute the figure 8.600 
in place of 6,400 in the NEWS column, Total Homes, ABC. 

d. Attachment 6, page 14, substitute the figure 2,200 in 
place of the dash (—) in the NEWS column, Total Homes, 
ABC. 

As an aid to you and other attorneys who will be cross- 
examining ABC witnesses, I enclose herewith copies of pages 
684-691, of the March 23, 1967 Pre-hearing Transcript, and 
copy of your letter to me of March 27, 1967, on which I have 
indicated the ABC witnesses whom we believe are most knowl- 
edgeable in the various areas you desire to cover in your 
questioning. 

Sincerely, 
James A. McKenna, Jr. 
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ATTACHMENT A 


American Broadcasting Companies, Inc. 
REVENUES 


$476, 465 $539, 972 


Nonbroadcast—Theatres, Merchandise and 106,157 114,834 126, 288 
other broadcast division ancillary activities. 4,009 6,415 6, 569 


Subtotal 110, 256 116, 447 121, 249 132, 857 
Broadcast Revenue, before adjustment to FCC 276,473 ‘304, 468 355, 216 407, 115 
basis, 
Deduct—Station compensation and spot rep 
commissions which are classified as a deduc- 
tion from revenues for FCC reports pursuant 
to instructions for their preparation. (62, 808) (6A, 607) 
aaannnasccncescceces: encenanaennne 213,665 239, 861 
Add—Intro-division eliminations, mainly com- 
pensation by network to owned stations which 
cannot be eliminated in preparation of the 


individual FCC statements submitted foreach 
16, 837 18,443 


Total broadcast revenues as reported on FCC 
301, 247 344, 901 
= = 
Revenues from: 
Radio Network O & O stations. 10, 138 


22,877 
13, 190 

9, 107 
15, 528 
10, 966 


Total, TV stations. 


AM and FM stations: 


Total, AM & FM stations. 11,318 


Total, stations... 66, 964 
— 

Television Network: 
2,830 1,835 
1,761 2,665 
15, 800 14, 846 
146,%A1 160, 143 


166,750 179, 489 215, 043 
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American Broadcasting Companies, Inc.—Continued 
EXPENSES 


Nonbroadcast operating and general expenses, 
including expenses of broadcast division 


Broadcast expenses, before adjustment to FCC 
basis (same as adjustment to Revenues) 

Deduct—station compensation and Spot Rep 
commissions which are classified as deductions 
from revenue for FCC reports pursuant to in- 
structions for their preparation. 


Subtotal. . 
Add—Intra division eliminations mainly com- 
pensation by network to owned stations which 
cannot be eliminated in preparation of the 
individual FCC statement submitted for 
each reporting unit. 


Total broadcast expenses as reported on FCC 


Radio network O & O stations. 13, 053 
TV stations: 
10, 248 
8, 582 8, 851 
5,423 5,798 
8, 180 9, 042 
5, 486 6, 254 


Total, TV stations. 37,919 42,312 


AM & FM stations: 


Total, AM & FM stations, 
Total, stations. 42, 461 


Television network: 

11, 747 

6, 128 

11,24 

8, 629 

Wit 

9, 802 

Entertainment programs.. 129, 188. 


Total, Television Network.......... 187, 899 
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[1149] ATTACHMENT B 
Mr. SrzcEi 


News department plans and expenses anticipated for the calendar year 1967 


SerTeMBER 30, 1966. 
[Does not include station compensation and preemption costs] 


[Exhibit No. AR-50] 


11223) 


Production facilities used for regularly scheduled ABC programs, January 1967 
Rr ee i eee 


Weekly hours 
Program Feature 


film 
ABC facilities Other facilities 


1 (Selmur, Hollyw 


Movie (Wed. 
Batman II. 
F Troop. 


. 1 (Varies) fe 
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Production facilities used for regularly scheduled ABC programs, 
January 1967—Continued 


Weekly hours 
ABC facilities Other facilities 


Dating Game.... --. 3} (Hollywood) . 


NBA Basketball. -. 

American Sportsman. 

Marlene Sanders News. 

ABC Scope... 

Peter Jennings.. 

Keith McBee News. . - < 

2}4 (Remote)... 

234 (Hollywood) 
234 (Hollywood) 


24 (Hollywood) . 
234 (Hollywood) 
234 (Hollywood). 


New Casper Cartoons... 
Milton the Monster. 
Magilla Gorilla 
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[1252] [Federal Communications Commission Exhibit No. 
AR-57; presented by American Broadcasting Co.] 


Position Title: Director, TV Systems Planning. 
Organization/Location: Technical Department—ITTNY 
Reports to: A. E. Cookson. 


Position Summary: In the space below provide a summary of 
the objectives and the major activities of this position. 
The Director, TV Systems Planning, will be responsible for 
providing comprehensive technical liaison between ABC and 
ITT. 


Major Activities Performed: List in detail the major activities 
performed in the position, starting with the most impor- 
tant activities. 

1. Develop and maintain a detailed knowledge of all tech- 
nical aspects of ABC’s operation, including broadcast station, 
network, and program production technical facilities. Continu- 
ously visit and discuss technical facilities with ABC technical 
and management personnel to insure that information is cor- 
rect and current. 

2. Acquire and maintain overall information of ITT tech- 
nical capabilities, particularly in those areas where these capa- 
bilities can be used to assist ABC; such as in broadcast and 
TV transmitter developments, TV antennas, TV tuner devel- 
opments, special TV components, and satellite ground and air- 
borne equipment applicable to TV distribution. 

3. On the basis of information gathered under items 1 and 
2, continually provide the senior management of ITT and 
ABC with advice on how ITT’s technological capability can be 
used to assist ABC. 

4. As requested, perform consulting services for senior ABC 
management in the technical areas; i.e. to assist in planning 
the technical aspects of ABC expansion programs. 

5. Continuously evaluate the sta -of-the-art in the R&D 
aspects of TV systems to provide long lead time advice to ABC 
in technical areas and to assist in budgeting RD&E expendi- 
tures for TV support. 
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6. Provide assistance to ABC in the preparation of capital 
plan budgets and assist ABC in preparing necessary ex- 
planatory data for presentation of this information to ITT 
management. 

7. Prepare specific programs relating to technical] assistance 
for ABC for assignment to the ITT Advanced Development 
Center. 

8. Continuously monitor ABC programs in process at ITT’s 
Advanced Development Center and advise ITT’s Technical 
Director and ABC management of progress on programmed 
orientation as required. 

9. Maintain continuous knowledgability and advise ITT 
management on technical positions of Government regulatory 
agencies, such as the FCC, which affect the broadcast industry 
or TV systems planning. 

10. Represent ITT in meetings or briefings with various 
governmental agencies concerned with the broadcast and tele- 
vision fields. 

11. Conduct studies of the broadcast industry to assure that 
ITT/ABC technical programs are consistant with making ABC 
more efficient and competitive. 

12. Upon assignment by the Technical Director, attend 
meetings of such organizations as NAB, IEEE, SMPTE, and 
EIA; and participate in committee functions effecting broad- 
cast technology. 


[1253] 
{Federal Communications Commission, Exhibit No. AR-62; 
presented by American Broadcasting Co.] 


11265) Top ranked 150 markets, ARB net weekly circulation, 1965 


Rank 


Net Weekly 
Circulation 


New York, N.Y... ea 5,375, 400 
2, 987, 700 

2, 348, 300 

2,091, 500 

1,675, 000 

1, 519,600 

1,297, 000 

1, 243, 300 

1, 167, 600 

996, 900 


CMNAMA HH 


So 
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{1265] Top ranked 150 markets, ARB net weekly circulation, 1965—Con. 


Rank Market 


11 Baltimore, Md_. 


Minneapolis-St. Paul, Minn. 
Indianapolis, Ind. 

Atlanta, Ga.. 

Miami, Fla. 
Seattle-Tacoma, Wash. 
Buffalo, N.Y-... 
Milwaukee, Wis. 

Kansas City, Mo, 


30 Columbus, O 

31 * Wheeling, W.Va.-Steubenville, Ohio.. 

32 *Tampa-St, Petersburg, Fla. 

33 *Harrisburg-Lancaster-Lebanon-York, Pt 
% Memphis, Tenn. 

35 Syracuse, N.Y. 

36 Portland, Ore... 

37 Albany-Schenectady-Troy, NY. 

38 *Grand Rapids-Kalamazoo, Mic! 

39 Birmingham, Ala, 


{1286} 
40 Denver, Colo. 
41 *Johnstown-Altoona, Pa 
42 Nashville, Tenn. 
43 New Orleans, La. 
44 Greenville, Spartanburg, S. 
45 Charleston-Huntington, W. V: 
46 Flint-Saginaw-Bay City, Mich. 
47 *Lansing, Mich... 
48 *Louiscille, Ky... se 
49 Greensboro-Winston Salem-High Point, 
50 Raleigh-Durham, N.C. 
51 Oklahoma City, Okla. 
52 Salinas-Monterey-Santa Cruz, Cal 
53 Manchester, NH. 
54 *San Diego, Cal. ae. 
55 Norfolk Portsmouth-Newport News-Hampton, V: 


Portland-Poland Spring, Me 
Omaha, Neb.. 


63 Salt Lake City-Ogden-Provo, 
64 Green Bay, Wis. 
65 Richmond, Va. 


See footnotes at end of table. 


Net Weekly 
Circulation 


818, 300 
811, 100 
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[1266] Top ranked 150 markets, ARB net weekly circulation, 1965—Con. 


Not Weekly 
Market Circulation 


ee ceE EEE EEE NESSES nanan 


Quad City (Davenport, Ia.-Rock Island-Moline, DL) . 294, 100 
Orlando-Daytona Beach, Fla. 291, 200 
285, 800 
230, 600 
275,900 


Mobile, Als.-Pensacola, Fla. 
Des Moines, Ia. . 


81 *Madison, Wis. 
82 * Binghamton, N. 


92 Chattanooga, Tenn. 
93 Lincoln-Hastings-Kearney, Neb. 


107 *Duluth, Minn.- Super 

108 Austin-Rochester, Minn.-: Mason City, Ia 
100 * Terre Haute, Ind. 

10 “Joplin Mo,-Pittsburg, Kan.. 

111 Hawaii. 

12 “Albany, Ga. 


115 * Utica, N.Y... ---- 
116 *Waco-Temple, Tez 
117 *Stouz City, Ia... 


119 Charleston, 8.C.........-. 
120 *Cadillac-Traverse City, Mich 


See footnote at end of table. 


125 


[1268] Top ranked 150 markets, ARB not weekly circulation, 1965—Con. 


Not Weekly 
Circulation 


140, 100 

139, 600 

1230, 000 

138, 500 

135, 100 

134,000 

130, 800 

129, 700 

129, 600 

128, 400 

126, 400 

124, 900 

122,600 

122, 500 

121, 800 

121, 400 

119, 500 

19, 200 

119, 200 

118, 800 

111, 800 

111,800 

111,000 

100, 300 

109, 200 

14 Bakersfield, Cal.. 108, 100 
147 Odessa-Midland, Tex. 107,700 
148 “Alexandria, Minn... 108, 500 
149 *Abileno-Swoeetwater, Tex. 101, 200 
180 Eugene, Ore. ..-.----- ~~ 100, 700 

{1269} 
Number of Number of 
Markets Unequal 
With Unequal Facility ‘kets 
Facilities With ABC at 
Disadvantage 


a 
18 


12 


Italicized Markets—At least one network unable to be competitive because of facility disadvantage. 
°—ABC at disadvantage. 


[Exhibit No. AR-62-A] 


Corrected summation 


Number of Number of 
Markets Unequal 
With Unequal Facility Markets 
Facilities With ABC at 

Disadvantage 


24 
18 
12 
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[1271] [Federal Communications Commission, Exhibit No. 
AR-63; presented by American Broadcasting Co.] 


Historically, ABC has been at a competitive disadvantage 
because the number of television homes reached by affiliated 
stations has been less than the corresponding number for its 
competitor networks (NBC and CBS). For example, Nielsen 
National (NTI) for November 1966 credits ABC with 8,670,- 
000 homes delivered in prime time, whereas it credits CBS and 
NBC with an average of 9,410,000 homes; similarly, NTI cred- 
its ABC, during the hours 10:00 AM-5:00 PM, Monday- 
Friday, with 2,710,000 homes, whereas it credits CBS and NBC 
with an average of 4,360,000 homes. The effect of this disparity 
in number of homes reached is quite substantial. ABC estimates 
that an increase in number of homes reached to the CBS and 
NBC levels for prime time and the daytime hours referred to 
above would have resulted in an increase in revenues for 1966 
of $72,793,000. This analysis is supported by Attachment A 
hereto. It does not include savings in print costs, estimated at 
approximately $7 million for 1967 if ABC did not have to rely 
on delayed broadcasts in scarcity markets. 

There are distinct financial advantages, at least in the short 
term, in affiliation with VHF stations rather than UHF sta- 
tions—particularly in 2-V markets. These advantages are re- 
flected in the analysis of three markets where NBC and CBS 
have VHF primary affiliates and where ABC relies upon a UHF 
primary affiliate, Louisville, Kentucky, Knoxville, Tennessee, 
[1272] and Jacksonville, Florida, which is Attachment B 
hereto. The UHF stations in these markets deliver a total of 
153.200 fewer homes nighttime and 89,400 fewer homes week- 
days, daytime (10:00 AM-5:00 PM) than does an average of 
the two VHF stations totalled for the three markets. If ABC 
could have delivered these additional VHF homes, it would 
have increased its 1966 revenues, from these three markets 
alone, by $7,834,800. Subtracting added station compensation, 
the ABC increase would have been $6,615,000. 
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Because of ABC’s competitive disadvantage and in view of 
the financial advantage of VHF affiliation, as illustrated above, 
ABC has, in most two-station markets where it does not have 
a primary affiliate, been forced to rely upon clearances for its 
programs upon VHF stations rather than upon a primary affil- 
lation with a UHF station. 


[1273] ATTACHMENT A 


Between January-December 1966 ABC averaged 8,670,000 
homes per minute, 8% less than the average of CBS and NBC. 
Nielsen reports ABC’s cost-per-thousand over this period at 
$4.14, which is comparable to the average CBS and NBC cost- 
per-thousand of $4.18 (also reported by Nielsen). 

Because of this homes deficiency ABC had to sell at an aver- 
age minute price of $3,400 less than the average of the other 
networks in order to maintain a comparable cost-per-thousand. 
During the calendar year 1966 ABC sold 7,629 minutes during 
prime time at a deficit of $3,400 per minute. This means ABC 
had to charge nearly $26 million less for its prime time product 
than the average of the other networks. 

Similarly, in daytime ABC charged nearly $47 million less 
than the other networks. 


Prime evening time 


AA Homes Average CPM/CM 
(000) Cost/Min 


NBC. cscee: es 
Average CBS & NBC. 


Difference Net Time & Talent... 


Source: Minutes Sold: ABC-TV Cost Control 
AA Homes: NTI Jan-Dec 1966 Mon-Sat 7:30-11:00PM, Sun. 7-11PM 
CPM/CM NTI Jan-Dec 1966 
Cost/Min: Computed from AA Homes and CPM/CM 
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1274] Monday-Friday daytime 


AAHomes Average CPM/CM 
(000) Cost/Min 


5,310 $8,177 
3,410 36, 300 
4,300 $7,412 
2,710 HS 
+66% $2, 660 
(86%) 
ABC Minutes Sold 1966... 17, 555 
@ 4,743. $83, 263, 400 
@ $7,412. $130, 117, 700 
Difference... $46, 854, 300 
_————— 
Source: Minntes Sold: ABC Cost Control 
AA Homes: NTI Jan-Dec 1966 Mon-Fri 10AM-SPM 


CPM/CM: NTI Jan-Dec 1966 
Cost/Min: Computed from AA Homes and CPM/CM 


ArracHMENT B 


Average daytime homes delivery 


Source: ARB Nov. 1966. 


ee ee 


ABC 1966 Avg. CBS & NBO 
1966 


See 


Avg. Home Delivery. 6 2,710, 000 
CPM/CM.... $1.75 
Cost/Min.... — A, 743 


WITH ABC VHF & OTHER NETWORE UHF IN LOUISVILLE, ENOXVILLE & 
JACESONVILLE 


Avg. Network Homes... a 2,799, 400 4,270, 600 

$1.70 

$7,260 
Diff. Per Minute... $156 
Total # Day Minutes 1966. 17, 555 
Total Additional Gross (Net Time & Talent) 2,738, 600 


Source: Homes ARB Nov. 1966 CPM/CM NTI Jan-Dec 1966 Cost/Min Computed From AA 
Homes and CPM/CM. 
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[1277] With VHF’s in Louisville, Knoxville, and Jackson- 
ville, ABC would gain an estimated: 


Daytime: csssscsdsensost cass os cock se ea c see ose ecl ae 7 $2788, 600 
Prime Time. 


The additional compensation for these three stations would 
be an estimated: 1,219,800 (ABC Cost Control). 
ABC's additional revenue would be: $6,615,000. 


[1284] [Federal Communications Commission, Exhibit No. 
AR-65; presented by American Broadcasting Co. ] 


Attached hereto are the clearances for ABC programs for all 
markets during the week of April 16-22, 1967. The programs 
are grouped by Nighttime, Daytime (weekends and week 
days), and News, Special Events and Sports. With respect to 
daytime programming figures in parenthesis indicate the num- 
ber of days delay in broadcast. 
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[1457] [Federal Communications Commission, Exhibit No. 
AR-76; presented by American Broadcasting Co.] 


Broapcast ADVERTISERS Reports, Inc., 500 Firra Avenve, New York, 
New Yorx 10036 (212) 244-8111 


BAR network TV dollar revenue estimates—Week ending: Mar. 26, 1967 
[Net time and talent in thousands of dollars] 


Week ending Cume Mar. Cume Jan. 
Day parts Networks Mar. 26, 1-Mar. 26, 1-Mar. 26, 


Monday-Friday, sign on 10:00 AM --- ABC-TV 
CRBS-TV 
NBC-TV 


1y-Friday, 10:00 AM-6:00 P) ABC-TV 
CBS-TV 
NBC-TV 


Saturday-Sunday, sgn on 6:00 PM... ABC-TV 
CBS-TV S 13122.1 
NBC-TV A 2 6389. 7 


*Monday-Saturday, 6:00 PM-7:30 PM_...... ABC-TV 31. 1167.0 
CBES-TV . 2328.7 

NBC-TV g 1996.7 

5492.4 


Saturday, 6:00 PM-7:30 PM..........------+ ABC-TV 1008. 3 
CBS-TV . $59.7 
NBC-TV 814.1 


2682.1 


*Monday-Sunday, 6:00 P M-7:30 PM. ABC-TV . *2175.3 
CBS-TV q °3188.4 
NBC-TV 5 °2810.8 


"8174.5 


ABC-TV < 21432.6 
CSB-TV z 23407.2 
Monday-Sunday, 7:30 P M-11:00 PM....... NBC-TV . 24439.0 


69278. 8 


Monday-Sunday, 11:00 P M-Sign off. ABC-TV 
CES-TV 
NBC-TV 


Network totals. 


Grand totals, all networks. 31415.3 


*The sum of the figures in the two preceding day parts. (Not considered in the totals.) 


BEST COPY. 


from the original 
| 
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[Exhibit No. AR-81] 


Davis Pork WarDWELL 
Sunpertanp & Krenn, 
New York, N.Y., April 17, 1967. 
INTERNATIONAL TELEPHONE AND 
TELEGRAPH CoRPoRATION, 
New York, N.Y. 

Dear Sirs: Pursuant to your request we have reviewed the 
corporate minutes of the regular meeting of the ITT Board of 
Directors held on October 12, 1966, including in particular 
references in the minutes to the status of the proposed merger 
with ABC and the commitment by ITT to furnish ABC finan- 
cial resources approximating $50,000,000 over a three to five 
year period. In our opinion, based on our knowledge and un- 
derstanding of the normal procedures which obtain with re- 
spect to approval by the ITT Board of Directors, the action 
reflected in the minutes of the meeting of the ITT Board of 
Directors held on October 12, 1966 constituted approval by 
the ITT Board of Directors of the commitment of ITT to 
furnish ABC financial resources approximating $50,000,000 
over three to five year period. 

Very truly yours, 
Davis Pork WarpDWELL 
Sunpertanp & Krenpt. 


[1522] [Exhibit No. AR-83] 
CERTIFICATE 


I, WILLIAM J. DONOVAN, the undersigned, do hereby 
certify that I am Assistant Secretary of INTERNATIONAL 
TELEPHONE AND TELEGRAPH CORPORATION (ITT) 
and that attached hereto are true and correct copies of excerpts 
from minutes of, and of resolutions adopted at, meetings of 
the Board of Directors and Executive Committee of that Cor- 
poration duly called and held during the period January 1, 
1963 to March 8, 1967, inclusive, on dates as indicated in the 


AVAILABLE 
bound volume 
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attached, with respect to the matters indicated below, a quorum 
having been present and acting throughout in the case of each 
such meeting, the resolutions therein being still in full force 
and effect: 


(1) Contracts, negotiations, discussions, or contacts 
with foreign governments, agencies thereof, or corpora- 
tions controlled by them. 

(2) Entry by way of acquisition or otherwise by ITT 
into broadcasting, networking, CATV or pay TV. 

(3) Ultra High Frequency. 

(4) Purchases or possible purchases of equipment and 
supplies by ITT subsidiaries or divisions from other ITT 
subsidiaries or divisions. 

(5) Interdependence or autonomy of ITT subsidiaries 
and divisions. 

(6) Reciprocity in purchases or sales as between ITT 
and suppliers to and purchasers from ITT. 

[1523] (7) Positions taken or to be taken by ITT or its 
subsidiaries and divisions before domestic or foreign reg- 
ulatory bodies. 


IN WITNESS WHEREOF, I have hereunto affixed my sig- 
nature and the corporate seal of said INTERNATIONAL 
TELEPHONE AND TELEGRAPH CORPORATION, this 
24th day of April, 1967. 


Wiuram J. Donovan. 


[1524] EXCERPT—MEETING JUNE 12, 1963 


Mr. Westfall discussed the proposed South American Cable 
Project which would circle South America and indicated that 
the bulk of the cable for this project would be manufactured 
by Standard Telephones and Cables Limited (STC). He also 
indicated that most of the financing for STC would be fur- 
nished by the Export Credits Guarantee Department of the 
Government of the United Kingdom. 

The President reviewed the Japanese tax problem and indi- 
cated that an attachment had recently been levied on the assets 
of International Standard Electric Corporation (ISE) in 
Japan. He also indicated that the company proposed to put up a 
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portion of its shares in Nippon Electric Company, Limited 
(NEC) as security rather than permit the Japanese Tax Ad- 
ministration to attach the current dividends and royalty pay- 
ments due from NEC and Sumitomo Electric Industries, 
Limited. 

EXCERPT—MEETING JULY 10, 1963 


He also commented on the activities of Empresa Nacional 
de Telecommunicationes, Buenos Aires and developments in 
the consumer products field in Argentina. He advised that in 
Chile negotiations on the rate increase were continuing and 
that the Chilean ambassador was to be in New York City 
Thursday for a further round of negotiations. He reported that 
in Peru a new government was to go into office in the latter 
part of July and that we propose to hold the status quo until 
the new government was operating. 

Mr. Brittenham gave a report on the status of the Japanese 
tax claim against International Standard Electric Corporation 
(ISE) and advised that the attachment of Nippon Electric 
Company shares held by ISE would probably take effect this 
week. He also advised that the U.S.-Japanese Tax Treaty had 
been formally invoked by the State Department. 


[1525] EXCERPT—MEETING JULY 10, 1963 


The President advised the Board that it was proposed to 
reorganize the ITT System’s communications activities in the 
Republic of Bolivia (the Republic), generally to permit said 
Republic to operate the internal telecommunications services 
in that country and All America Cables and Radio, Ine. 
(AACG&R, Inc.), a wholly [1526] owned indirect subsidiary of 
the Corporation, or another ITT System company, to operate 
the international telecommunications services to and from said 
Republic. In order to accomplish this, he said, the following 
steps were proposed : 


(a) Compania Internacional de Radio Boliviana 
(Cirbol), a 87.93% owned subsidiary of the Corporation 
(the remaining 12.07% being owned by the Republic). 
would surrender its international telecommunications 
concession, would transfer to AACKR, Inc., or another 
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subsidiary of the ITT System, all its equipment used 
in international telecommunications service, and would, 
after donation by the Corporation to the Republic of 
all the capital stock of Cirbol, continue as a company 
of the Republic to operate the internal telecommunica- 
tions services in the Republic, all to be without tax 
pursuant to agreement with the Republic. 

(b) AAC&R, Inc. would give up its concession to 
operate in the Republic internal telecommunications 
services, would transfer the equipment used to perform 
such services to Cirbol in return for the transfer to it of 
all the equipment used by Cirbol in its international 
telecommunications service operations, which equip- 
ment would then be operated in conjunction with 
AAC&R, Ine.’s own [1527] international telecommuni- 
cations equipment in international telecommunications 
services to and from the Republic under a 20-year con- 
cession from the Republic. 


He said that it was deemed desirable by the management of 
the Corporation that a power of attorney be granted to a Boliv- 
ian resident to represent the Corporation in negotiations with 


the Republic in the above matter, and to take such relevant 
action, including the incorporation of a Bolivian company to 
take over the proposed operations in Bolivia of AAC&R, Inc., 
as may be necessary or desirable, and that the power of attor- 
ney name Alberto Delgado M., General Manager of Cirbol, the 
attorney-in-fact therein. He recommended that the Board give 
the necessary authorization. 
Thereupon, on motion duly made and seconded, it was 


Resotvep, that the President or any Vice President 
and the Secretary or any Assistant Secretary of the Cor- 
poration be, and hereby they are, authorized to execute 
in the name and on behalf of the Corporation a power of 
attorney, in full in law as may be required, to Alberto 
Delgado M., domiciled in La Paz, Bolivia, (a) to proceed 
to transfer to the Bolivian Government the shares that 
the Corporation owns in Compania Internacional de 
Radio Boliviana S.A., (b) to organize a Bolivian corpo- 
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ration to operate in Bolivia an international telecom- 
munication service in substitution for All America 
Cables and Radio, Inc., and generally, for those pur- 
poses, (c) to grant to said attorney-in-fact, Mr. Alberto 
Delgado M., the general authority of a power of attor- 
ney and specially the authorization to sign documents, 
applications, instructions of contracts, private and 
public contracts, to transfer, [1528] establishing prices, 
terms and conditions, to organize a corporation by stock, 
subscribe and pay capital, to sign instructions of con- 
tracts and public contracts to constitute a corpora- 
tion, to approve by-laws, to attend general meetings of 
stockholders to organize and establish the corporation, 
to vote in said general meetings of stockholders on any 
matter concerning the organization and administration 
of the corporation, to establish conditions, to obtain 
juridical statute of the corporation and to perform any 
and all things that would be necessary or are desirable 
for the accomplishment of the power of attorney, which 
shall be granted with the authorization to substitute and 
to reassume. 


[1529] EXCERPT—MEETING JULY 10, 1963 


The President advised that ITT Philippines, Incorporated, a 
97.27% owned subsidiary of International Standard Electric 
Corporation (ISE), a wholly-owned subsidiary of the Corpora- 
tion, had signed an agreement with the Republic of the Philip- 
pines (the Republic) for the manufacture, delivery and installa- 
tion of equipment, materials and supplies at a cost of 
$11,880,000 for a nationwide telecommunications expansion 
and improvement project, such equipment, materials and sup- 
plies to be supplied under separate Supply Agreements between 
the Republic and three manufacturing subsidiaries of ISE, Bell 
Telephone Manufacturing Company (Belgium), Standard 
Elektrik Lorenz A. G. (Germany), and Standard Telephones 
and Cables Pty. Limited (Australia), and a wholly-owned sub- 
sidiary [1530] of the Corporation, ITT Export Corporation 
(US.). He stated that the agreement was procured on the 
basis that the costs would be substantially financed by means 
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of loans obtained in the respective countries of the suppplying 
companies and guaranteed by the respective export guarantee 
authorities of such countries, and that such loans had been 
arranged by the European and Australian subsidiaries in 
amounts varying between 80% and 85% of the contract prices 
in their respective Supply Agreements. 

He stated that Morgan Guaranty Trust Company of New 
York (Morgan) had agreed to lend an amount not in excess 
of $4,253,400 to the Republic in order to finance 90% of the 
contract price of equipment to be supplied by ITT Export 
Corporation (Export) providing, among other things, that the 
payment of the loan would be guaranteed by the Export- 
Import Bank of Washington (Eximbank) to the extent of 90% 
and that the Corporation would agree to accept recourse to 
the extent of the remaining 10%, an amount not in excess of 
$425,340. 

He stated further that the Treasurer had executed on behalf 
of the Corporation an agreement with Morgan dated as of 
June 11, 1963, a copy of which was submitted to the meeting 
and directed to be filed with the records of the Corporation, 
agreeing upon certain terms and conditions to accept recourse 
in respect of 10% [1531] of such loan and to make and receive 
certain payments as specified, and he asked that the Board 
ratify the execution of such Agreement with Morgan. 

Thereupon, after discussion of the Agreement submitted to 
the meeting, on motion duly made and seconded, it was 


Resouvep, that the form, terms and provisions of the 
Agreement between the Corporation and Morgan 
Guaranty Trust Company of New York, dated as of 
June 11, 1963, which has been submitted to this meet- 
ing, are hereby in all respects approved and ratified, 
and that the action of Hart Perry, Treasurer of the 
Corporation, in executing such agreement in the name 
and on behalf of the Corporation, be, and hereby such 
action is, authorized, approved and ratified. 


[1532] EXCERPT—MEETING AUGUST 14, 1963 


A review was made by the President of the current status of 
the Japanese tax claim. It was indicated that the Corporation 
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foresaw little hope of success if the matter were to be decided 
by the Japanese courts. A discussion was held of the possible 
means of getting political help in resolving this case. 

Mr. Westfall discussed recent developments in Chile includ- 
ing the rate increase recently granted, the microwave project, 
and the possiblity of local manufacturing. He advised that the 
Chilean Government had indicated it intended to take over the 
entire microwave network. 


EXCERPT—MEETING SEPTEMBER 11, 1963 


A discussion was held concerning the possible acquisition of 
a radio and TV station which could be acquired for cash or 
Convertible Debentures. 

The President commented on the status of the Japanese Tax 
Claim and advised that ITT had filed a preliminary legal memo- 
randum with the Treasury Department. 


EXCERPT—MEETING OCTOBER 1, 1963 


The possible acquisition of a TV station was reviewed by 
the President. He indicated that the station under consider- 
ation had an excellent reputation in the TV field, was entirely 
debt-free and that the owners were willing to [1533] consider 
either a cash offer or convertible debentures. He discussed the 
growth and projected earnings of the company. Mr. Graham 
indicated that the station under consideration was a prestige 
type station with a present audience of approximately 800,000. 
He stated that future growth of earnings was necessarily related 
to population growth in the area of the station. A discussion 
followed concerning future management of the station, earn- 
ings and possible benefits of the station to the ITT System. Mr. 
Graham indicated that it would be advisable to consider the 
eventual acquisition of a total of five TV stations. A discussion 
was held concerning the nature and growth rate of the TV 
station business. The question of current prices of TV stations 
was also reviewed, particularly in relation to present and future 
earnings. 

EXCERPI—MEETING NOVEMBER 13, 1963 


He also reviewed the current negotiations with Telmex in 
Mexico concerning a substantial telecommunications project 
278-719—67——11 
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which could be of considerable benefit to our French manufac- 
turing companies. The President summarized a project by the 
French Government to make substantial loans to Turkey for 
the purchase of telecommunications equipment and the pos- 
sible benefits of this to our French companies. 


EXCERPT—MEETING DECEMBER 11, 1963 


He indicated that in Argentina ENTEL is gradually incur- 
ring increased obligations to our manufacturing company, and 
that measures will have to be taken to close the factory in the 
event the Government fails to bring its payments up to date. 


[1534] (EXCERPT—MEETING OF 1/8/64) 


The current situation in Chile was reviewed by Mr. Westfall 
who advised that the rate increase sought by the company had 
been deferred at the request of the Chilean President. He 
indicated that the company would seek a special increase based 
upon currency devaluation. 


(FURTHER EXCERPT—MEETING OF 1/8/64) 


Mr. Westfall mentioned that the company had recently re- 
ceived a request by the Government of the State of Rio Grande, 
Brazil to negotiate a formal settlement of the telephone com- 
pany expropriation. 

The President advised the Board of progress being made: 
on the Indian Telecommunications Project and of the letter: 
which was being forwarded by the World Bank to the Indian 
Government which should serve to clarify the financing issue. 


(EXCERPT—MEETING OF 2/12/64) 


Recent developments in connection with the Japanese tax 
case were reviewed by Mr. Brittenham who indicated that the 
U.S. Treasury Department was waiting for a reply from the: 
Japanese Finance Minister concerning further negotiations. 

A review of the current situation in Chile, Peru, Brazil and 
Argentina was presented by Mr. Westfall. He indicated that in 
Argentina the President of Entel had protested the refusal by- 
ITT to extend the Entel [1535] notes in the amount of $614. 
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million. A discussion was held concerning the Brazilian swaps 
which had been entered into at the time of the Rio Grande do 
Sul expropriation settlement. 


(EXCERPI—MEETING OF 3/11/64) 


The proposed acquisition by General Telephone of Western 
Utilities Corporation and three of Western’s affiliates on the 
West Coast were reviewed by the President who indicated that 
these acquisitions by General Telephone of independent tele- 
phone companies could have serious adverse effects on the sales 
of Kellogg in the independent telephone market. He stated that 
the company was examining its legal position to determine the 
steps to be taken to protect the position of Kellogg in this 
market. He also advised the Board that the Company was 
considering the purchase of shares of certain independent tele- 
phone companies at the market price thus permitting the com- 
pany to establish an equity position in these companies without 
paying a high premium for the shares. He reported that United 
Utilities, Inc. was planning an issue of rights which would give 
the right to purchase approximately 500,000 shares of United 
stock, and that the company was considering the acquisition of 
some 200,000 to 300,000 shares of United stock in this manner. 
He also advised the Board the company was planning to acquire 
a block of shares of a southern telephone company at the mar- 
ket price, and that if successful in acquiring the United shares 
or the shares of other telephone companies, these shareholdings 
would be put into a [1536] newly created holding company. 
The Board indicated its accord to proceeding with these plans 
for acquisition of telephone company shares. 

The President stated that the Company was proceeding to 
sell approximately $12 million of Entel notes at an 11% dis- 
count through a consortium of U.S. and Dutch bankers. 

The President advised the Board that word had been re- 
ceived from India advising that the Indian government would 
negotiate with ITT on the major Indian telecommunications 
project. The other two principal bidders having received noti- 
fication of termination of negotiations, this was considered a 
very favorable sign that ITT would obtain the contract. 
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The President advised the Board that the company con- 
tinued to pursue the issue of General Telephone’s recently an- 
nounced acquisitions with the Department of Justice and that 
the Department was now making a study of the problems raised 
by this proposed merger. 


(EXCERPT—MEETING OF 6/10/64) 


He also commented on developments in Argentina and ad- 
vised the Board that the ENTEL notes had been sold in their 
entirety. 

(EXCERPT—MEETING OF 7/8/64) 


Developments in the Japanese tax case were referred to by 
the President who reported that Mr. Robert Knight, the rep- 
resentative of Secretary Dillon, had returned from Tokyo fol- 
lowing his discussions. The best proposal which he had obtained 
from the Japanese Govern- [1537] mental authorities was a 
waiver of the interest and penalties which would reduce the 
total amount of the assessment from approximately $7,000,000 
to $4,500,000. Mr. Knight intended to report fully to Secretary 
Dillon on the outcome of the negotiations. The President indi- 
cated that he planned to see Secretary Dillon and attempt to 
obtain additional support from the Treasury Department. The 
President proposed that the Corporation borrow sufficient 
funds in Japan to pay the tax and then proceed to pay the loan 
with proceeds from the sale of NEC and SEI shares. He indi- 
cated that projected financing needs of NEC would require 
ISEC to invest an additional $2,500,000 in 1965 in NEC in 
order to maintain its equity position, and advised that he was 
reluctant to invest this additional amount in the shares of NEC 
in addition to paying the Japanese assessment. 

* * * * * 

Mr. Westfall commented on progress being made with cable 
concession negotiations in Peru and advised that a Special 
Board had been created by the President to negotiate a cable 
concession. He reported that in Chile progress was also being 
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made on cable concessions negotiations, although there was 
considerable opposition. Negotiations had been initiated on the 
same subject in Brazil and Argentina. 


(EXCERPT—MEETING OF 9/9/64) 


Mr. Westfall referred to recent developments in Argentina, 
Chile and Peru in connection with the efforts being made to 
obtain cable [1538] concessions. He advised the Board that 
in Peru the Company was also endeavoring to obtain revalua- 
tion of the Company’s properties. In connection with Puerto 
Rico he stated that an appeal had been made to the upper 
court from the Public Service Commission’s decision in the 
rate case. 


(EXCERPT—SPECIAL MEETING OF 9/29/64) 


Mr. Westfall reviewed developments in connection with the 
proposed AID guarantees for Chile and advised the Board that 
the State Department was deferring action on the guarantees 
pending receipt of a letter from the Chilean government indi- 
cating support of the Company’s projected development in 


Chile. 
(BXCERPI—MEETING OF 12/9/64) 


Current negotiations in Chile between corporate officials and 
the representatives of the new Chilean Government were re- 
ferred to by Mr. Westfall, who indicated to the Board that 
these discussions relating to the future of the Chile Telephone 
Company, were proceeding in a satisfactory manner. He also 
indicated that it appeared to be the desire of the Chilean Gov- 
ernment to make further investments in the telephone com- 
pany, which would limit the amount of investment funds 
required from the patent company in the future. 


(EXCERPT—MEETING OF 1/13/65) 


Mr. Hart Perry described various proposals which were being 
considered for financing the Spanish National Telephone Com- 
pany which would permit increased purchases of system equip- 
ment. He indicated there was a possibility of using ITT 
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Credit Corporation for such purposes, and that parent com- 
pany assistance might be required. 


{1539} * * . * 

The status of negotiations between Perutelco and the mem- 
bers of Junta in Peru was described by Mr. Westfall. He advised 
that the Peruvian Ambassador had requested ITT to send 
negotiators to Peru to review outstanding problems. Develop- 
ments in Argentina and Chile were also referred to by Mr. West- 
fall. who indicated that the Company was close to reaching an 
agreement with Chile concerning Chiltelco and outlined in 
general terms the proposed agreement. 


(EXCERPT—FEBRUARY 10, 1965) 


The Chairman gave a review of the current cash position of 
the Corporation and of earnings for 1964 as well as projected 
earnings for 1965. He mentioned proposed plans for financing 
the Spanish National Telephone Company which would permit 
increased purchases of telephone equipment from system 
houses. Mr. Perry gave certain details of this proposed financ- 
ing which would approximate $33,000,000 and which would be 
made principally through ITT Credit Corporation. He indi- 
cated that this might require an advance by the parent com- 
pany to ITT Credit. 

The Chairman referred to a proposed loan to the German 
Bundespost by SEL in an amount of approximately $14 mil- 
lion for which SEL would receive German Bundespost obliga- 
tions which could be sold after a period of one year. The basic 
purpose of the loan was to assist the Bundespost in financing an 
increased telephone expansion program. The Norwegian gov- 
ernment owned telephone company was also seeking a loan 
for comparable purposes from our local company. 


[1540] EXCERPT—MEETING OF FEBRUARY 10, 1965 


* * * * * 


Mr. Westfall commented on the attempts of the manufactur- 
ing subsidiaries in South America to diversify into various 
product lines. He stated that the Company was considering an 
expansion of the manufacture of telephone equipment in Chile 
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and Peru provided that current problems with the local gov- 
ernments could be resolved. 


* * * * * 


Mr. Westfall gave a summary of the negotiations in Chile 
concerning the future status of Chiltelco and described in detail 
the tentative agreement which had been reached with the 
Chilean government. Following a discussion the Board indi- 
cated its approval of the Memorandum of Agreement. 


(EXCERPT—MEETING OF 3/10/65) 


Developments with regard to the Press Wireless acquisition 
were reported by the Chairman who advised the Board that 
the Justice Department had forwarded a letter to the FCC 
which indicated there was no insurmountable antitrust obstacle 
to the acquisition, and that the FCC has requested comments 
thereon from interested parties. 


* * * * * 


Mr. Pierson commented on the recent negotiations in Peru 
and described the proposal received from the Junta which was 
considered to be unacceptable but to which a response would 


nevertheless be made for the purpose of keeping the negotia- 
tions open. 


* * * * * 


Mr. Westfall who indicated to the Board that the Corpora- 
tion used approximately 60,000 tons of copper yearly. He de- 
seribed a joint venture which was being considered with Geo- 
physical Engineering and Surveys Ltd. of Toronto, for a three 
year exploration program in Chile, [1541] which would re- 
quire AID guarantees and certain tax assurances from the gov- 
ernment of Chile. 


(EXCERPT—MEETING REGULAR—ANNUAL 5/12/65) 


Mr. Westfall reviewed developments in Latin America, par- 
ticularly as to the status of the expropriation aetion in Rio 
Grande do Sul and negotiations relative to the sale of the assets 
of CTN in Parana, Brazil. 
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(EXCERPT—MEETING OF 6/9/65) 


Mr. Westfall reviewed developments in Latin America, stat- 
ing that the Government of Chile has issued its approval of 
AID investment guarantees as required by the U.S.-Chilean 
Bilateral Agreement. Mr. Westfall also reported on develop- 
ments in Peru and the progress of the $5 million financing of 
equipment purchases by Entel in Argentina, and reviewed the 
status of the rate case in Puerto Rico. 


(EXCERPT—MEETING OF 7/14/65) 


Mr. Westfall reported on developments in Chile, Brazil, 
Puerto Rico, Mexico and particularly in Peru where an agree- 
ment in principle has been reached which could result in a 
50% rate increase by December 1, 1965. He also reported on 
the progress of the $5 million financing for Entel in Argentina. 

The Chairman indicated that the Corporation is pursuing 
measures of relief for System companies expropriated by Cuba. 


(EXCERPT—MEETING OF 8/11/65) 


The Chairman reported on developments in Spain and 


stated that the Spanish Government had approved the in- 
crease of ITT System ownership in Marconi Espanola S.A. 


[1542] (EXCERPT—MEETING OF 9/8/65) 


Mr. Westfall reported on the Memorandum Agreement be- 
tween Chiltelco and the Government of Chile. He stated that 
approval of the telephone rate increase for Peruteleo by the 
Government of Peru is expected shortly and will be retroactive 
to September 1, 1965. He also reported on developments with 
respect to the CIN (Parana) telephone rate application. 


(EXCERPI—MEETING OF 10/13/65) 


Mr. Westfall reported on the status of the AID guarantees 
for the System investment in Chiltelco, as well as on a pro- 
posed joint venture with a Canadian company to undertake 
copper explorations in Chile. He stated that the President of 
Peru has approved the telephone rate increases for Perutelco; 
however, such rates have not yet become effective. 
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The Chairman indicated that the Corporation is still pur- 
suing measures of relief for System companies expropriated by 
the Cuban Government. 


(EXCERPT—MEETING OF 11/10/65) 


A report was given by the Chairman on the status of the 
claim for war damage filed on behalf of the Corporation with 
the Foreign Claims Settlement Commission with respect to 
damage sustained by subsidiaries, principally those in Ger- 
many, Hungary and China. 


* * * * * 

Mr. Westfall reported on developments in the Chiltelco ex- 
pansion program and the CTN telephone expansion program 
in Curitiba, Brazil, as well as the Perutelco telephone race in- 
crease. 


[1543] « * * * * 
The Chairman reported that the Corporation’s wholly owned 
subsidiary, Federal Electric Corporation, had undertaken a 
program involving term loan arrangements with CATV operat- 
ing companies which would include warrants to acquire at a 


nominal cost up to 80% of the equity of such companies and 
would provide for implementation and installation services by 
FEC. The Chairman advised that authority has been granted 
FEC to invest $10 million in such program, of which $2,500,000 
is presently committed. The Board was in accord. 


[1544] EXCERPT—MEETING 12/8/65 


Mr. Westfall reviewed developments in Latin America in- 
cluding the status of the Perutelco telephone rate increase. 
He also reported that an interim expansion program and agree- 
ment are being worked out in Chile until legislation has been 
enacted setting forth the long-term relationships between Chile 
and the Corporation. 


[1545] EXCERPT—MEETING JANUARY 12, 1966 


The Chairman reported that the ITT System joint venture 
to manufacture and distribute dry cell batteries in Iran has 
been submitted for review by the Iranian Cabinet. 
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Mr. Westfall reviewed developments in Latin America in- 
cluding the status of the Peru telephone company rate increase. 
He also reported that a new convenio is being negotiated in 
Chile, setting forth the long-term relationship between the 
Government of Chile and the Corporation. 


EXCERPT—-MEETING FEBRUARY 9, 1966 


The Chairman reported on the status of the Corporation’s 
application with the FCC to construct, own and operate a satel- 
lite earth station in Puerto Rico. 


EXCERPT—MEETING MARCH 9, 1966 


Mr. Westfall reported with respect to developments in the 
Peruteleo negotiations covering a new contract on rate and 
telephone operating conditions. He stated that the proposed 
concession agreement was not satisfactory to the Corporation 
and also reported with respect to the steps being taken to ob- 
tain a mutually satisfactory agreement. 

Mr. Westfall stated that the trial court recently issued a de- 
cision with respect to the valuation of the Company in the 


matter of the expropriation of the telephone operating subsid- 
iary of the Corporation in Rio Grande do Sul, Brazil, which 
is being appealed. 


EXCERPI—MEETING APRIL 13, 1966 


Mr. Westfall reported with respect to developments in the 
Perutelco negotiations covering a new contract on rate and 
telephone operating conditions. [1546] He also reported on the 
status of the joint venture undertaking copper explorations in 
Chile. 

Mr. Westfall reported on the status of the new convenio being 
negotiated in Chile, setting forth the long-term relationship 
between the Government of Chile and the Corporation. He 
stated that an appeal had been filed and negotiations are being 
conducted with the Brazilian Government with respect to the 
expropriation of the telephone operating subsidiary of the 
Corporation in Rio Grande do Sul, Brazil. 
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A report on the status of the Corporation’s application to the 
FCC to construct, own and operate a satellite earth station in 
Puerto Rico was made by the Chairman. 


EXCERPT—MEETING JULY 13, 1966 


The Chairman stated that it was proposed to construct a 92- 
unit one-story motel near Tunis, requiring a total investment 
of $912,000 of which the ITT System investment would be 
$273,000, representing a 75% equity interest, the balance of the 
equity to be supplied by the Tunisian PTT. An application 
would also be made for Cooley Fund Loans to finance capital 
expenditures. The Board concurred. 

Mr. Westfall reported on developments in Latin America, 
particularly with respect to the proposed termination of the 
Corporation’s rights to operate the CTN-Parana long-distance 
telephone concession and the local concession for telephone op- 
erations in the city of Curitiba. 

Mr. Westfall also reported on developments in Puerto Rico 
and on the status of the new convenio being negotiated in 
Chile, setting forth the long-term relationship between the 


Corporation and the Government of Chile, as well as [1547] 
developments in the Perutelco negotiations with respect to a 
new contract on rate and telephone operating conditions. 


EXCERPT—MEETING AUGUST 10, 1966 


Mr. Perry reported . . . the participation of SEL in the 
proposed financing by the German Bundespost. 

The Chairman reported on the status of the proposed merger 
with ABC. 

Mr. Westfall reported on the status of the Perutelco ne- 
gutiations relative to a new contract setting forth rates and 
telephone operating conditions. He also reported on the new 
convenio being negotiated in Chile, as well as on developments 
in Brazil and Puerto Rico. 


EXCERPT—MEETING SEPTEMBER 14, 1966 


Mr. Perry reported . . . the status of the proposed financing 
by the Bundespost in which SEL may participate. 
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Mr. Westfall reported on the status of the Perutelco nego- 
tiations relative to a new contract setting forth rates and 
telephone operating conditions. He also reported on a new 
convenio being negotiated in Chile as well as on developments 
in Brazil and Puerto Rico. 


EXCERPT—MEETING OCTOBER 12, 1966 


Mr. Perry reported on the financing by the German Bundes- 
post in which Standard Elektrik Lorenz is participating and 
expanded further on the proposed offer of convertible de- 
bentures of ISEC to minority stockholders of SEL. 

Mr. Westfall reported on the status of the new convenio 
being negotiated in Chile and on the status of the Perutelco 
negotiations relative to a new contract setting forth rates and 
operating conditions, as well as on developments in Brazil and 
Puerto Rico. 


[1548] EXCERPT—MEETING NOVEMBER 9, 1966 


Mr. Perry recommended to the Board that the additional $16 
million in medium-term credits to be extended to CTNE by 
SESA-—Madrid be approved in view of the good credit stand- 
ing of CTNE. In addition, he stated that it was considered 
advisable to proceed without obtaining a Spanish Government 
guarantee of the transaction. The Board was in accord. 


EXCERPT—MEETING DECEMBER 14, 1966 


The status of the proposed merger with ABC was reviewed 
by the Chairman who reported that the FCC is still awaiting 
Justice Department approval. 


EXCERPT—MEETING JANUARY 11, 1967 


The Chairman presented a summary of current and prospec- 
tive earnings and referred to discussions being carried on with 
the SEC as to the method of reporting earnings per share after 
the issuance by the Corporation of shares of its Cumulative 
Convertible Preference Stock (Participating). 

Mr. Westfall reported on the convenio being negotiated in 
Chile and on the status of the Perutelco negotiations for a new 
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contract setting forth rates and operating conditions, as well 
as developments in Brazil and Argentina. 


EXCERPT——MEETING FEBRUARY 8, 1967 


The Chairman reported on the status of discussions being 
carried on with the SEC as to the method of reporting earnings 
per share after issuance by the Corporation of shares of its 
Cumulative Convertible Preference Stock (Participating). 

The Chairman reported as to the convenio being negotiated 
in Chile and on the status of the Perutelco negotiations for a 
new contract setting forth rates and operating conditions, as 
well as on developments in Brazil and Argentina. 


[1549] EXCERPT—MEETING FEBRUARY 8, 1967 


The Chairman stated that it was deemed advisable to dispose 
of the stock and assets of Companhia Telefonica Nacional 
[1550] (CTN), a telephone operating subsidiary of Inter- 
national Telephone and Telegraph Corporation, Sud America 
(ITTSA) with its assets located in the States of Parana and 
Rio Grande do Sul in Brazil, and for that purpose two Agree- 
ments have been negotiated by ITTSA with the proposed 
purchasers, Companhia De Telecomunicacoes do Parana 
(Telepar) and the State of Rio Grande do Sul (RGS). He 
reviewed the terms of the proposed Agreements and their status 
pointing out that the expected aggregate consideration to be 
received thereunder was in excess of eleven million dollars and 
that the Agreements would terminate the litigation involved 
in the expropriation of CTN’s assets in Rio Grande do Sul and 
the litigation on CT'N’s operating rights in Parana. The Chair- 
man then recommended that the Board of Directors authorize 
the signing of appropriate Agreements in respect of these 
matters. 

Thereupon, on motion duly made and seconded, it was 


REsoivep, that the acts of Gerhard R. Andlinger, a 
Vice President of this Corporation, in executing and 
delivering in the name and on behalf of this Corporation 
in its own capacity and as representative of Interna- 
tional Telephone and Telegraph Corporation, Sud 
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America, Agreements proposed to be entered into with 
the Government of the United States of Brazil, the State 
of Parana, Brazil, the State of Rio Grande do Sul, Brazil, 
Companhia De Telecomunicacoes do Parana, Banco Do 
Brasil $.A., Companhia Rio Grandense De Telecomu- 
nicacoes, Companhia Telefonica Nacional, each a 
Brazilian corporation, for the disposition of the stock 
and assets of Companhia Telefonica Nacional be, and 
the same hereby are in all respects ratified and con- 
firmed; and 

Resouvep, that the Chairman and President or any 
Vice President of the Corporation be, and each of them 
hereby is, [1551] authorized to execute and deliver in 
the name and on behalf of this Corporation in its own 
capacity and as representative of International Tele- 
phone and Telegraph Corporation, Sud America, such 
further Agreements with the Government of the United 
States of Brazil, the State of Parana, Brazil, the State of 
Rio Grande do Sul, Brazil, Companhia De Telecomu- 
nicacoes do Parana, Banco Do Brasil 8.4., Companhia 
Rio Grandense De Telecomunicacoes, Companhia Tele- 
fonica Nacional, each a Brazilian corporation, or any of 
them, or such other party or parties as the officer execut- 
ing the same may deem necessary or advisable for the 
disposition of the stock and assets of Companhia Tele- 
fonica Nacional; and 

Resotvep, that the Chairman and President or any 
Vice President of the Corporation. be, and each of them 
hereby is, authorized in the name and on behalf of the 
Corporation in its own capacity and as representative of 
International Telephone and Telegraph Corporation, 
Sud America, to take all such steps and to execute and 
deliver all such documents, including share certificates 
in Companhia Telefonica Nacional, as are necessary or 
advisable for the carrying out of the transactions pur- 
suant to such Agreements for the disposition of the stock 
and assets of Companhia Telefonica Nacional. 
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[1552] EXCERPT—MEETING MARCH 8, 1967 


Mr. Westfall reported on the status of the Perutelco negotia- 
tions for a new contract setting forth rates and operating condi- 
tions on the status of the convenio being negotiated in Chile 
as well as on developments in Brazil and Argentina. 


[1553] EXEcuTIVE COMMITTEE 
EXCERPT—MEETING JANUARY 9, 1963 


The President then described the settlement that had been 
reached with the assistance of the Brazilian Government and 
the Banco do Brazil on account of the seizure of the telephone 
operating properties of the ITT System in the State of Rio 
Grande do Sul. He said that, in summary, the settlement pro- 
vided for new borrowings from the Banco do Brazil of the 
equivalent of slightly less than $7,300,000, such borrowings to 
be in local currency, to be repayable as to principal only when 
final compensation for the seized properties has been received 
(presumably as a result of judicial proceedings) and such bor- 
rowings to be obligations in part of the principal telephone 
operating subsidiary in Brazil and in part of the manufacturing 
subsidiary in Brazil. The settlement further provided that 
$7,300,000 in U.S. dollars be remitted to New York by the 
Brazilian subsidiaries of ITT of which $3,650,000 could be re- 
tained in New York and $3,650,000 had been advanced to the 
manufacturing subsidiary in Brazil and registered as a dollar 
loan. Finally, the settlement also provided for the closing out 
by December 1964 of existing swap deposits aggregating $6,- 
500,000 which would result in the receipt of additional U.S. 
dollars in New York. 


EXCERPT—MEETING FEBRUARY 13, 1963 


The President described the present status of discussions 
with respect to the possible acquisition of United Utilities In- 
corporated. He said that representatives of ITT were meeting 
in Washington with representatives of the Department of 
Justice in regard to this possible acquisition. 
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[1554] The president then advised the Committee that ITT 
had recently received a very large tax claim from the Japanese 
Government which purported to be based on the sale by ITT of 
rights and stock of Nippon Electric Company. He said that he 
was advised by counsel that they believed that there was no 
proper basis or jurisdiction for such an assessment but that the 
matter was being further investigated. 


EXCERPT—MEETING MARCH 13, 1963 


The President then reported as to developments with respect 
to the possible acquisition of United Utilities Incorporated and 
stated that some word as to the attitude of the Department of 
Justice could be expected shortly. 

The President then reviewed recent developments with re- 
spect to the investments and position of ITT and its subsidi- 
aries in Brazil, Chile, Argentina, Peru and Puerto Rico. In the 
course of this review he pointed out that the authorities in 
Brazil had failed to carry out one of the undertakings which 
they had entered into in connection with the settlement on 
account of the seizure of the telephone operating properties of 
the ITT System in the State of Rio Grande do Sul. He added 
that ITT was protesting vigorously and would follow up the 
matter in Washington. 


EXCERPT—MEETING APRIL 10, 1963 


Turning to Japan, Mr. Geneen told the meeting that the 
Japanese Government had proposed a trial of its tax claim 
against the Corporation. He said that the issue turned on the 
United States’ tax treaty with Japan and that he had sched- 
uled a meeting with the Under Secretary of the Treasury to 
discuss the matter. 


[1555] The President requested Mr. Ted B. Westfall to join 
the meeting and, following the President’s outline of the situ- 
ation in Chile, Mr. Westfall discussed his meetings with 
Chilean Government representatives. Mr. Westfall expressed 
the opinion that some accommodation would have to be made 
and reviewed various solutions to recoup the Corporation’s in- 
vestment and the problems connected therewith. After discus- 
sion it was the consensus of the meeting that if the situation 
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was to continue difficult in Chile every effort should be made 
to effect a disposition of the Corporation’s entire investment in 
exchange for a security which would be backed by Chilean Gov- 
ernment guarantees of repayment of such investment on terms 
providing a reasonable return on the unliquidated portion of 
the investment. 


EXCERPT—-MEETING MAY 8, 1963 


He also referred to certain problems in Italy, particularly 
those resulting from the position of government corporations 
which had interests in private industrial enterprises. 


EXCERPT—MEETING APRIL 8, 1964 


He also pointed out that approximately $10,000,000 of the 
notes of the Government owned Argentine telephone company 
had recently been sold at some discount, realizing close to 
$10,000,000 in cash for the System. 


[Pages 178-207 omitted] 
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[Federal Communications Commission Exhibit No. 25; pre- 
sented by Broadcast Bureau] 


[4396] INTERNATIONAL TELEPHONE 
AND TELEGRAPH CORPORATION, 
INTERNATIONAL HEADQUARTERS, 
May 17, 1966. 
To: Messrs. H. S. Geneen and H. Perry. 
From: Robert H. Kenmore. 
Subject: Nielsen Ratings. 


Attached are the Nielsen ratings (both National and 30- 
Market) for the current season to date. The big jump in ABC 
for the week ending April 24 was due to the Academy Awards 
broadcast. Apart from that there is not too much of significance 
to report as we are coming into the period when sets in use 
are going down and the “ratings race” is pretty much over for 
the season. 

I am attaching a copy of a tabulation that Nielsen did on 
comparing the ratings performance for the networks for this 
season versus last season. It naturally shows that ABC did not 
stack up as well this year as in the previous year. However, 
taking the 30-market ratings for the January-April portion of 
each season only (i.e. categorized this year by ABC as their 
Second Season) the comparison is much more favorable to 
ABC. The only thing this indicates to me is that prompt and 
imaginative action on the programming front can yield re- 
sults in this business, which is a heartening thought versus the 
sometime expressed view that a network is a slave to the ratings 
performance of its existing shows once a season has started. 

Softness in television buying does not seem to have affected 
network billings in the first two months of this year, as indi- 
cated by the attached clip. 
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[Federal Communications Commission Exhibit No, 26; 
presented by Broadcast Bureau] 


[4397] INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION, 
INTERNATIONAL HEADQUARTERS, 
January 26, 1966. 
To: Mr.H.S. Geneen/Mr. H. Perry. 
From: Robert H. Kenmore. 
Subject: Nielsen Ratings. 


The 30-market Nielsen’s are out for the week ending Janu- 
ary 16 (Week 18), which was the premier week of ABC’s Second 
Season. 

Predictably ABC came in first with a 20.0 rating, with CBS 
at 19.2 and NBC at 18.3. 

Preliminary analysis would indicate that ABC’s strength 
resulted primarily from higher sets in use rather than stealing 
viewers away from the other 2 networks. 

As far as individual shows were concerned Batman II 
(Thursday night) was the top rated show of the week, Bat- 
man I was second, Henry Phyfe was sixth, and Blue Light tied 
for twelfth with Daktari (a new CBS show). 

It will take a couple of more Neilsen books to determine 
the staying power of the new shows, but on balance there is no 
question that the Second Season has been a successful venture 
for ABC. While only the Batman will probably continue in the 
“hit” category this is really the critical show because of its 
twice a week booking and important 7:30 p.m. time slot as a 
lead-in to the rest of the night. Furthermore all of the shows 
that were cancelled to make room for the new ones had such a 
low rating that even if the other shows managed to hold on to 
an “average” rating, ABC will show a net improvement on 
balance. 


* * * * 
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[5509] Exursit No. I-3 


AMERICAN BroaDcasTING CoMPANIEs, INC., 
New York, N.Y., March 18, 1966. 
Mr. Harotp 8. GENEEN, 
Chairman and President, 
International Telephone and Telegraph Corporation, 
New York, New York. 

Dear Harotp: As you know, one of the joint objectives of 
ITT and ABC in working out our merger agreement was to 
establish arrangements which would enable ABC to operate 
as a substantially autonomous unit, with the same manage- 
ment, operating personnel and policies continued in effect. At 
the same time, it was also our mutual desire to provide the 
means by which the parent company would be in a position to 
discharge the over-all responsibility that is expected by the 
Federal Communications Commission. The basic understand- 
ings that we reached to accomplish these two objectives— 
subsidiary automony and parent company overseeing—are set 
forth in Article VI and Article X, Sections 4.6(h) and (i) of 
the merger agreement; the agreement also provides that repre- 
sentations will be made to the FCC that the arrangements 
agreed upon will be carried out in practice. 

As a result of the many meetings and discussions among 
ITT and ABC executives during the period preceding the ap- 
proval of [5510] the merger agreement by our respective 
Boards, as well as a result of the studies of ABC made by you 
and other ITT representatives before deciding on merging with 
ABC, I am sure that you are already acquainted with the 
policies followed in the operation of our networks and owned 
stations. The FCC will require that we show that these policies, 
and the means by which they will be implemented, have been 
reviewed by ITT and approved. It is for this reason that I am 
writing you this letter and enclosing the several attachments 
to which I will later refer. The letter and the attachments will 
be made part of the FCC applications which, as you know, have 
been in preparation for many weeks. 

Before coming to a description of the attachments, I believe 
it would be useful to summarize briefly the organizational ar- 
rangements and other understandings set forth in the merger 
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agreement which have been agreed upon to provide for auton- 
omy and continuity of the ABC operations and at the same 
time to insure that proper attention will be given to ABC 
Operations by the parent company: 

(a) It is planned that the present ABC officers, executives 
and employees will be continued, except for normal replace- 
ments or retirements. Five-year employment contracts, effec- 
tive as of the date of the consummation of the merger, have 
been agreed upon with the five key ABC executives who are 
ABC Board members—ABC’s President, Executive Vice Presi- 
dent, President of the Television Network Department, Vice 
President and General Counsel, and Vice President in charge 
of Theatre Operations. 

[5511] (b) The ABC Board, which now consists of 14 mem- 
bers, five of whom are key ABC employees, will be continued, 
with provision made to add two directors who are members of 
the ITT Board. It is contemplated that both the two new 
directors will be key ITT executives, located at ITT’s company 
headquarters in New York City. 

(c) The ABC Executive Committee, which now consists of 
seven members, two of whom are key ABC executives, will 
be expanded by adding the two new ABC directors to be 
designated by ITT. 

(d) The ITT Board, which now consists of 16 members, 
five of whom are key ITT employees, will be increased by four 
and the vacancies to be created will be filled by ABC’s President 
and Executive Vice President, plus two other ABC directors 
designated by ABC and approved by ITT who shall not be 
employees of ABC. The composition of the ITT Board will 
not be affected in any other way by the terms of the merger 
agreement, 

(e) The ITT Executive Committee, which now consists of 
10 members, one of whom is a key ITT employee, will be 
expanded by three members, one of whom will be ABC’s 
President and the other two of whom will be ABC direc- 
tors designated by ABC and approved by ITT who are not 
employees of ABC. The composition of the ITT Executive 
Committee will not be affected in any other way by the terms 
of the merger agreement. 
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(f) Under the above described arrangements and assuming 
[5512] that the directors now in office continue: (i) there will 
be six ABC Board members serving on the ITT Board and 
four ABC Board members serving on the ITT Executive Com- 
mittee; (ii) seven of the ABC Board members and four of the 
ABC Executive Committee will be fulltime executives of ABC 
or ITT; and (iii) seven of the ITT Board members and two 
of the ITT Executive Committee will be either fulltime ITT 
or ABC executives. These cross Board and cross Executive 
Committees membership and relationships, plus the fact that 
the two companies will be headquartered in the same city, will 
provide effective liaison between parent and subsidiary and 
will enable ITT officers and Board members to familiarize 
themselves with the problems of broadcasting and the responsi- 
bilities of broadcast licensees. 

(g) In order to preserve the management, operating per- 
sonnel and policies of ABC and to provide for an orderly 
transition looking toward possible changes in composition of 
the ABC Board and Executive Committee in the future, the 
individual members of the ABC Board and Executive Com- 
mittee, as initially constituted after the merger, will be main- 
tained in office for a minimum of three years, with only such 
changes as are required because of refusal or inability to serve, 
and if such changes are necessary, the replacement Directors 
and Executive Committee members will, during such three 
year period (except for the two ITT designees), be designated 
by the remaining members of the ABC Board with the approval 
of ITT. It is also contemplated that [5513] the above-described 
ABC membership on the ITT Board and Executive Committee 
will be maintained for a period of not less than three years. 
These provisions will be binding unless there has been a mate- 
rial deterioration in the business or financial position of ABC 
and its subsidiaries taken as a whole in relation to the broad- 
casting and theatre industries which adversely affects the 
interests of ITT as a stockholder. During such three years, 
matters of major importancé in the ABC subsidiary are also 
to be submitted to the ITT Board of Directors for approval 
before becoming effective. 
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(h) At the end of the three year transition period, the 
requirements as to Board and Executive Committee member- 
ship will no longer be covered by the contractual terms, never- 
theless the parties contemplate that the projected relationship 
between parent and subsidiary will be retained so as to continue 
ABC as a separate and substantially autonomous subsidiary, 
with liaison between parent and subsidiary undiminished. 

(i) Of course, in addition to the formal meetings of the ITT 
and ABC Boards and Executive Committees, I am sure that 
we and other of our executives will be in very frequent com- 
munication and consultation even though the day-to-day oper- 
ations of ITT and ABC will be completely independent of 
each other. 

I believe that the above outline of the proposed relationship 
between the two companies more than meets FCC require- 
ments. It will also preserve the understanding of continued 
[5514] autonomy plus close liaison between parent and 
subsidiary. 

I come now to brief descriptions of the attachments to this 
letter: 

Attachment A—ABC’s organization charts. You will note 
that the charts show that the ABC Broadcasting Division is 
operated as a separate division of the company. The operating 
heads of the Television and Radio Networks and of the owned 
television and radio stations have no day-to-day responsibili- 
ties for the operation of the theatres or other ABC activities. 
The separateness of the broadcasting division from other ABC 
company activities will be continued. 

Attachment B—ABC policy book. This contains the operat- 
ing and programing policies that are followed by the ABC net- 
works and owned stations. One of the policies is compliance 
with the NAB Television and Radio Codes. 

Attachment C—Programing policy of the ABC Television 
Network and its organizational functioning. 

Attachment D—Programing policy of the ABC Radio Net- 
work and its organizational functioning. 

Attachment E—Programing policy of ABC News and its 
organizational functioning. 
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Attachment F—Description of the owned television stations, 
including: (i) a description of each station, its facilities and 
staff, organization chart, the market in which it operates and 
its programing policy; (ii) a description of [5515] methods 
used to ascertain the needs and interests of the public served 
by the stations and the significant needs and interests which 
each station will continue to serve, and (iii) a description of 
how the home office of the owned television stations operates, 
including its personnel and services. 

Attachment G—Information similar to that in F on the 
owned radio stations. 

There is another exhibit, still in the process of preparation, 
which will be delivered to you at an early date and will be 
identified as Attachment H to this letter. It will set forth the 
history of ABC beginning with its inception on January 1, 1927 
when NEC established the Blue Network in order to provide 
listeners with another choice of program fare than that of- 
fered by its Red Network; the establishment in 1943 of the 
Blue Network as a completely independent operation as a re- 
sult of an FCC requirement which forced NBC to divest itself 
of one of the two networks, and its acquisition by Mr. Edward 
J. Noble; the progress made by the Blue Network, under Mr. 
Noble’s direction (with name changed to the ABC Radio Net- 
work) during the period 1943 to 1952, and the inception of the 
ABC Television Network; the merger of ABC and UPT in 
1953 and the improvements that have been made in the ensuing 
13 year period; the reasons why we believe that the merger 
of ABC and ITT will be in the public interest; and the rea- 
sons why we believe that the FCC should approve the merger 
without a hearing. 

[5516] As you know, the heads of the Radio and Television 
Networks and the managers of the owned radio and television 
stations will hold meetings at the NAB Convention in Chicago 
on Saturday, March 26 and Sunday, March 27, at which time 
they will make presentations on their accomplishments during 
the past year and their anticipations for the forthcoming year. 
I understand that you and Hart Perry, in response to our in- 
vitation, plan to attend these meetings. I am sure that you will 
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find them interesting and that they will add to your informa- 
tion on the operations and programing of the networks and the 
stations. 
With kindest personal regards, 
Sincerely, 
Leonarp H. Gotpenson. 


[5517] INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION, 
New York, N.Y., March 28, 1966. 
Mr. Leonarp H. Goupenson, 
Chairman and President, 
American Broadcasting Companies, Inc., 
New York, N.Y. 

Dear Leonarp: I am pleased to acknowledge receipt of your 
letter of March 18, 1966 and its Attachments, including At- 
tachment H which was subsequently delivered. We have care- 
fully examined the letter and the Attachments and wish to ex- 
press our congratulations to you and your company executives 
for what we believe to be an extremely well organized company. 

As you know, Mr. Perry and I attended the ABC meetings 
at the NAB convention over the past weekend and we also 
found them both instructive and well done. 

We at ITT concur in all respects in the continuation of the 
ABC policies and in the operational procedures described in 
your letter and Attachments. We also agree that the relation- 
ships between ITT and its ABC subsidiary will be as you have 
described them in your letter. 

As is the case with ITT and its other subsidiaries, it will be 
our purpose to see that ABC operates with the highest stand- 
ards of public service and we look to you and your management 
to maintain the high standards of public service for which ABC 
under your management has been well known and which you 
have so capably done in the past. The broadcasting operations 
of ABC will be kept separate from other ITT operations and 
the obligations of ABC as a licensee will be performed unaf- 
fected by commercial or other similar interests of ITT. 
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We share the view expressed in Attachment H that in the 
years ahead major financial commitments will be required by 
ABC to pursue a position of leadership in the broadcasting 
industry. [5518] You can be assured that I will do my best to 
see that the financial resources of ITT, subject of course to ap- 
proval in specific instances by the ITT Board of Directors, are 
made available to ABC if needed. 

I understand that you plan to file this exchange of letters 
and the Attachments with the FCC as part of the applications, 
and wish to advise you that our Board will be informed of the 
contents. 

Kindest personal regards. 

Sincerely, 
H. 8S. Geneen. 


* * * * 


[Attachment E to Goldenson Letter] 
[5761] ABC News 


ABC News is a separate division of the American Broad- 
casting Company consisting of two main departments—tele- 
vision and radio, Each department operates separately in its 
particular area of competence. Accordingly, the radio and tele- 
vision departments have separate production facilities and 
separate producers who are responsible for preparing programs 
designed for the respective media. The correspondents and busi- 
ness facilities of the division, however, service both depart- 
ments. In an age of television ascendancy, the Radio News De- 
partment is thereby assured of equal attention. 

To serve more people more often, ABC has aggressively ex- 
panded its news and public affairs operation. Continued growth 
in this area will remain the objective so long as the news and 
public affairs program losses can be contained at levels which 
are reasonable in relation to other operations of the network. 

It has always been ABC policy to delegate to operating man- 
agements the maximum authority commensurate with overall 
Company interests. Each of the networks and each of the 
owned stations has been permitted to conduct its business as 
& separate entity. There have always been, however, certain 
overall Company policies within which each operating head is 
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required to function. This same policy applies in general to the 
News and Public Affairs areas, with certain exceptions required 
due to the immediacy of news and certain public affairs pro- 
grams which are important for the general public welfare. 
[5762] As to the content of ABC News programs, the over- 
riding policy is to inform the American people on a non- 
partisan and objective basis. ABC News does not have any 
editorial position. It does present commentaries covering 
various shades of opposing opinion. Its news judgment is 
guided by the classic journalistic concepts of objectivity as well 
as those governmental regulations requiring broadcasters to 
present fair and balanced news coverage. 

Showmanship in ABC news programs is secondary to truth, 
authority and responsibility. News values are not falsified 
either by overly dramatic presentation or flamboyant voicing 
of news items by announcers or newscasters. 

There is no censorship of news and the only limitations im- 
posed by the news editors are those of good taste, avoidance of 
obscene and profane language, avoidance of defamation, com- 
pliance with government regulations during times of emer- 
gency, and competent news authority. 

The three main categories of ABC News programs are hard 
news, documentaries, religious and educational programs. In 
the area of hard news, there are the daily radio and television 
news strip programs which cover the main events of the day, 
as well as continuing stories of prime public interest, such as 
space exploration and the Vietnam War. Special events of an 
immediate nature are included in the hard news coverage and 
would include such stories as elections and conventions, the 
Pope’s visit, the [5763] President’s assassination, etc. To im- 
plement this coverage ABC has created a worldwide news 
gathering organization which includes news bureaus in 6 cities 
in the United States and in 8 major foreign capitals and has 22 
film crews connected with the major news bureaus in the 
United States and abroad which are prepared to cover news 
on the spot as it occurs. 

In order to explore the news in depth, various techniques 
have been used over the years. At the present time the prac- 
tice is to present a weekly interview program which gives ABC 
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correspondents the opportunity to explore important issues of 
the day with personalities who are making the news at the 
time. 

In the area of documentary programming, ABC News has 
various units which cover a wide range of news and news fea- 
ture material. One unit is engaged in the in-depth study of 
various aspects of Western civilization. Other units examine 
contemporary problems, folkways and subjects of public inter- 
est such as gambling, popular music, law enforcement and 
education. There is also discussion and reporting of matters of 
social concern such as unwed mothers, refugees, and itinerant 
farm laborers. The Radio News Department each day presents 
sound documentaries, features and actualities. 

ABC News religious and educational programs likewise 
cover a wide area of interest. Religious programs are produced 
in cooperation with the major faiths and present commen- 
taries, dramatizations and discussions regarding moral and re- 
ligious [5764] topics. The programs specifically geared to the 
younger viewers explore varying aspects of human knowledge 
and places of interest at home and abroad. 

ABC News, as a separate division of the American Broad- 
casting Company, is headed by its President, who reports di- 
rectly to the Executive Vice President of American Broadcast- 
ing Company, Inc. The President of ABC News is responsible 
for the overall operation of the News Division. Heading up the 
two main departments of the division are the Vice President 
and Director of Televison News and the Vice President and 
Director of Radio News. Through these two individuals both 
departments operate in their respective areas of concern. While 
each of the ABC Owned stations has its individual Director of 
News who is responsible to the respective Station Manager, 
the President of ABC News must approve the appointment of 
each News Director and must also approve new news broadcast- 
ers for each of the owned stations. This insures that uniformly 
high standards of excellence are maintained in all the Com- 
pany’s News Departments. Once budgetary approval has been 
received from corporate management, the President of ABC 
News through the office of the General Manager of ABC News 
is responsible for the financial control of the News Division. 
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The responsibility for the selection of news, special events 
and public affairs programming is that of the President in 
charge of this department. Review and evaluation of program 
idea submissions are initially made by the Producers in charge 
[5765] of Special Events and News and Public Affairs and 
Documentaries respectively. Program recommendations are 
then discussed at the News Department staff meetings, and are 
subject to the approval of the President of the division. The 
scheduling of the approved programming then becomes the 
responsibility of the President of the Television Network, in 
consultation with the President of ABC News, and is subject 
to the final approval of the Executive Vice President of the 
Company. 

The determination of the scheduling of a news bulletin on the 
Radio or Television Networks is the responsibility of the Presi- 
dent in charge of News and Public Affairs; the responsibility for 
scheduling a local bulletin is vested in the head of the local 
News Department. The urgency of the bulletin may require a 
scheduling which will necessitate a commercial pre-emption. 
The responsibility for this decision rests with the network or 
local News Department. 

There are instances when a major news event requires the 
scheduling of certain special programs or pickups. In these in- 
stances, it is the responsibility of the News Department to 
determine what programming it feels is required. When addi- 
tional broadcast time is needed to present coverage of major, 
unforeseen news developments, or to launch new news and 
public affairs programs of whatever nature, there exists a sys- 
tem through which this time is provided. Corporate manage- 
ment has established the procedure whereby a representative 
of ABC news discusses the [5766] particular request with a 
representative of the ABC Television Network or the ABC 
Radio Network, as the case may be. On those occasions when 
the two divisions do not agree, ABC News may carry its case 
to the Executive Vice President, whose decision is final. 

It is ABC’s policy to give consideration to the scheduling of 
special events of various types in its network schedules. To 
serve the public and the networks properly, these programs re- 
quire the broadest possible exposure consistent with sound net- 
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work and station operations. The networks and Company owned 
stations make every effort to accommodate such programs when 
requested to do so by the News Department. However, where 
the scheduling of special events on the network requires the pre- 
emption of commercial programs either on the networks or on 
owned stations, and the operating heads and the News Depart- 
ment cannot agree on a broadcast time, the News Department 
makes its recommendations to the Executive Vice President 
whose responsibility will be to work out the most equitable 
scheduling possible and whose decision in all such matters is 
final. 
The Organization Chart of ABC Newsis attached. 


* * * * 


[Attachment H to Goldenson Letter] 
[5812] ABC—Past, PresENT AND PROPOSED 


The genesis of the ABC radio network dates back to Janu- 
ary 1, 1927 when the National Broadcasting Company estab- 
lished the Blue Network in order to provide listeners with an- 
other choice of program fare from that offered by its Red Net- 


work. The original stations associated with the Blue were WJZ 
(now WABC), New York; WBZ, Boston; WBZA, Springfield; 
KDKA, Pittsburgh; KYW, Philadelphia; and WEBH, Chi- 
cago. NBC expanded its two networks to the point in 1938 that 
it had 154 outlets—23 stations constituting the basic Red Net- 
work, 24 the basic Blue, with nearly all of the remaining 107 
available to either. At that time NBC was transmitting ap- 
proximately 75% of its commercial programs over the basic 
Red and 25% over the basic Blue. 

The establishment of the Blue Network (ABC), as a com- 
pletely independent operation, stems from the Commission’s 
Order No. 37 (Docket 5060) issued March 18, 1938 directing 
an investigation “to determine what special regulations appli- 
cable to radio stations engaged in chain or other broadcasting 
are required in the public interest, convenience, or necessity.” 
As a result of [5813] extensive hearings the Commission con- 
cluded in its 1941 Report on Chain Broadcasting that it was 
not in the public interest for a station licensee to affiliate with a 
network organization owning more than one network, and ac- 
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cordingly required NBC to divest itself of one of its two net- 
works. 

As the first step in effectuating this separation, NBC de- 
clared a dividend in kind to RCA, at the close of business in 
1941, consisting of the assets then constituting the Blue Net- 
work—principally station WJZ, New York; share-time station 
WENR, Chicago; and station KGO, San Francisco. These as- 
sets were then assigned to Blue Network Company, Inc., a 
Delaware corporation. The new company was staffed largely 
with former personnel of NBC. Steps were thereupon taken to 
find a purchaser of the new company. 


A. ABC (1943-1952) 


In the summer of 1943 Edward J. Noble agreed to purchase 
Blue Network Company, Inc., for $8,000,000, and assigned his 
right in the contract of sale to American Broadeasting System, 
Inc. The requisite Commission approval was granted October 
12, 1943. The sale was consummated two days later by Amer- 
ican Broadcasting System, Inc. purchasing from RCA all the 
stock of the Blue [5814] Network Company, Inc.’ Thus was 
launched, in furtherance of the Commission’s findings in the 
Chain Broadcasting Hearing, a new and independent network 
intended to offer more effective competition to NBC and CBS. 
In its decision and order approving the sale, the Commission 
said (10 FCC 212, 213): 

The transfer of the Blue Network will result in four in- 
dependent Nation-wide networks. This will mean a 
much fuller measure of competition between the net- 
works for stations and between stations for networks 
than has hitherto been possible. In addition, the trans- 
fer should aid in the fuller use of the radio as a mecha- 
nism of free speech. 

ABC began its struggle to provide a fuller measure of com- 
petition with the three older networks, and particularly NBC 
and CBS, under two serious handicaps: (1) fewer owned and 
operated stations in “key” markets, and (2) a shortage of clear 
channel outlets. The new network had only 2-14 radio stations 


14 year later the latter company was merged into the parent company 
with the corporate name changed to American Broadcasting Company, Inc. 
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of its own (WJZ, New York, now WABC; KGO, San Fran- 
cisco; and WENR, Chicago, now WLS)—in marked contrast 
with the 7.45 AM stations then licensed to CBS and 6 AM 
stations then licensed to NBC. The new management of ABC 
promptly instituted efforts to increase the number of owned 
and operated stations in key cities. To that end, in 1944 ABC 
purchased Station KECA (a 5 kw regional station, now KABC) 
in Los Angeles for $800,000, [5815] and in 1946 it purchased 
WXYZ (also a 5 kw regional station) in Detroit for $2,800,000, 
thus providing the network with owned and operated stations 
in two additional key markets. In 1947 ABC succeeded in in- 
creasing KGO’s power in San Francisco from 7500 to 50,000 
watts at an additional cost of approximately $400,000. Simi- 
larly, at a cost of $135,000, WJZ’s transmitter site was changed 
from Bound Brook to Lodi, New Jersey, in order to increase 
the effectiveness of that station’s coverage of the New York 
area. 

In obtaining clear channel skywave affiliates, important for 
national coverage, ABC was less successful. On this score it 
suffered a blow at the outset from which it never fully recovered. 
Four clear channel stations which had formerly carried the pro- 
grams of the Blue Network chose not to affiliate with the new 
company (WBZ, Boston; WHAM, Rochester; KDKA, Pitts- 
burgh; and WBAL, Baltimore). This left the new radio net- 
work with only two outlets, either owned or affiliated (WJZ, 
New York and WENR-WLS, Chicago), which were theoreti- 
cally capable of rendering clear cannel skywave service—in 
contrast with 6 clears licensed to NBC in New York, Washing- 
ton, Chicago, Cleveland, San Francisco, and Denver, and 7 
clears licensed to CBS in New York, Washington, St. Louis, 
Chicago, Minneapolis, Los Angeles and Charlotte. Moreover, 
with KOB then operating [5816] nondirectionally on WJZ’s 
frequency of 770 ke under an SSA, any skywave service from 
WJZ was substantially non-existent, and WENR shared 890 ke 
with WLS, then affiliated with but not owned by ABC- And in 
the ensuing 9 years, try though it did, ABC was unable to rec- 
tify this imbalance in skywave coverage. Between 1943 and 
1952 ABC succeeded in adding as affiliates only one additional 
clear channel station in the east (Buffalo) and three 1-B’s in 
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the far west (Sacramento, Portland and Spokane). Thus, of 
the 51 clear channel skywave stations in operation at the end 
of 1951, 23 were associated with the NBC network, 20 with 
CBS, 6 with ABC, and 2 with Mutual. 

Despite its lack of success in obtaining skywave affiliates, 
ABC added to its coverage by increasing the number of its 
AM affiliates from the 168 inherited from NBC to a total of 
298 by the end of 1951. ABC also turned to FM in its desire 
to improve its competitive position. Following World War II 
it added FM facilities to each of its 5 owned and operated 
stations and encouraged its affiliates to improve their AM cov- 
erage and to add FM facilities to their AM operations. Such 
efforts to overcome its shortage of Class I facilities were only 
partially sucessful, as shown by the 1951 [5817] gross billings 
for each of the 4 radio networks: 


In TV, as in AM, ABC’s chief network competitors obtained 
priority positions before the Blue was established as an inde- 
pendent network in 1943. Both NBC and CBS had experi- 
mental television grants dating from 1931 and pre-war 
commercial grants in addition to a wealth of experimental 
knowledge. Established during a war-time “freeze”, ABC could 
not immediately acquire new TV stations of its own. However, 
as early as February 1945, ABC established a Television Divi- 
sion of the Program Department devoted to experimentation 
and broadcasting of programs designed for or adapted to televi- 
sion, and its broadcast programs on other stations even before 
ABC had a New York station. 

With the lifting of the freeze in November 1945, and not- 
withstanding its late start, ABC filed for and obtained its full 
quota of five TV stations in New York, Detroit, Chicago, San 
Francisco, and Los Angeles. All grants were on Channel 7, in 
the upper half of the VHF band, a portion of the spectrum 
concerning which there was then considerable skepticism re- 
garding its suitability for television purposes. Equipment short- 
ages, particularly [5818] for Channels 7 and above, with engi- 
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neering and other limitations, precluded the network from: 
getting on the air with all five stations until September 1949— 
at a capital outlay of $11,500,000. 

In short, in its first eight years as an independent network, 
ABC increased its owned and operated facilities from 214 AM 
stations in three cities to 444 AM stations in five “key” cities, 
having in the meantime improved its AM facilities in New 
York (by a change of transmitter site) and in San Francisco: 
(by a seven-fold increase of power). It had become the licensee- 
of FM and TV stations in those five same markets. It had in- 
creased the number of its AM affiliates from 168 to 298, the: 
number of FM affiliates from 0 to 108. and the number of TV 
affiliates from 0 to 59. During this same period the company 
made capital outlays totalling $17,500,000. The number of em- 
ployees had almost quadrupled—increasing from 715 to 2531. 

From a total of $18,819,988 in 1943, the net sales of the com- 
pany increased to $53,347,501 for the first 11 months of 1951. 
However, primarily because of television losses, the company’s 
net income fell from a high of $1,520,756 in 1947 to a net loss 
of $519,085 in 1949. Even with the greatly expanded television 
billings of 1951, the [5819] combined radio and television net- 
works operated at a loss, offset only by the earnings of the 
owned and operated stations in the five cities, leaving a net 
profit of only $268,060 for the first 11 months of 1951. At no- 
time during the Noble regime did the network declare a divi- 
dend—all earnings having been plowed back into the company: 
for improvements. 

Creditable as ABC’s overall growth had been during these: 
8 years, the famous capital gain deals of 1948 and 1949 and the 
concurrent upsurge of television, made it all too clear that the 
company needed additional resources in order to provide NBC 
and CBS with truly effective competition. In 1946, by agreeing 
to pre-record his program, ABC had greatly increased its: 
Wednesday night audience by bringing Bing Crosby to its 
microphones—the first network to abandon the no-recording 
rule. ABC had also been able to program the half-hour of 
Wednesday night preceding the Bing Crosby program with a 
then new program—Groucho Marx in “You Bet Your Life”. 
However, in 1949 when CBS was able to lure Crosby to its net-- 
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work with a capital gains deal, ABC’s limited capital made it 
unwise to compete in the negotiations, Consequently, ABC lost 
Crosby to CBS. Because it no longer had the large Crosby audi- 
ence, ABC then lost Groucho Marx to NBC. Thus, with a 
single stroke of a pen, ABC’s efforts to improve its share of the 
audience were largely erased. 
[5820] If the stakes were high in radio, it took no great 
clairvoyance in the late ’40’s to recognize that the situation in 
television, absent additional resources, was going to be even 
more critical. Here again, ABC’s shortage of affiliates with 
profitable Class I AM operations produced untoward and un- 
foreseen consequences in TV. Following World War II, NBC 
and CBS (the former, particularly) had encouraged their affili- 
ates, who were in a financial position to do so (generally those 
with major AM facilities), to protect themselves by getting 
television permits while they could be had for the asking. 
Thus, when the 1948-1952 TV freeze came along, and tele- 
vision sets in the hands of the public zoomed in those 4 years 
from 500,000 to 15 million, most of the 105 TV franchises then 
outstanding were held by persons long associated with either 
NBC or CBS. And with nearly all markets, except for a hand- 
ful, limited to one or two stations thus associated with NBC 
and CBS, ABC faced an impossible clearance problem, par- 
ticularly during the 1948-1952 “freeze”—as reflected by the 
1951 gross billings of the four TV networks: 
NBC $59, 171, 452 
42, 470, 844 
18, 585, 911 
7, 761, 506 
With talent and other costs many times greater in TV than 
in AM, advertisers had to be assured of substantial [5821] 
audiences. Unlike its more powerful competitors, in experi- 
menting with new programs and new techniques, ABC was 
dependent on its broadcast earnings and on borrowed capital. 
Of the $8 million paid for the Blue in 1943, $4 million had been 
obtained through bank loans repayable in 1947. Early in 1946 
ABC management, faced with the construction of FM and 
television stations, the establishment of a television network. 
and the retirement of the outstanding loans, concluded that 
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new financing was desirable. To that end, it amended its char- 
ter to permit the issuance to the public of 1,000,000 shares 
of stock, which Dillon, Read & Co. agreed to underwrite at $15 
per share, $14 of this amount to be paid to ABC and the re- 
maining $1 to be retained by the underwriters. This financing 
arrangement would have produced $14,000,000 in capital. The 
registration for the proposed offering was filed with the SEC 
in June 1946. and the consent of the FCC to a relinquishment 
of control of ABC (the stock issue would have diluted Mr. 
Noble’s holdings from approximately 71 to 36 percent of the 
outstanding capital stock) was requested. Before the consent 
of the FCC was obtained, the market had dropped to a point 
where ABC and the underwriters felt that the offering, if made, 
might be unsuccessful. The SEC registration was therefore 
withdrawn. 

[5822] Two years later, in May 1948, ABC made another 
smaller offering to the public of 500,000 shares of stock, which 
were sold by the same underwriter for $9 a share, from which 
ABC realized almost $4,000,000 after payment of expenses. 
Following the public offering, ABC applied for and was granted 
a listing on the New York Stock Exchange for its then out- 
standing 1,689,017 shares of $1 par capital stock. 

These experiences with borrowing money to develop a truly 
competitive AM and TV network soon convinced ABC of the 
need of aligning itself with another company which would 
improve ABC’s capitalization and earning power—if it were 
to continue its competitive struggle with NBC and CBS.* 
After discussions with a record company, two motion picture 
producing companies, a manufacturer of electronic equipment, 
and another network (CBS) had produced no commonly 
acceptable financial arrangement, and none which would fur- 
ther the public interest, a merger agreement was worked out 


1 Between 1941 and 1950 RCA’s gross income had increased from $158 
million to $586 million and its net income from $26.5 million to $97 million. 
Of its gross income for 1950 only 15.8% ($92,373,000) was derived from 
NBC’s operations. RCA’s working capital at the end of 1950 exceeded $130,- 
000,000. CBS’s gross for 1950 exceeded $124 million and its net working 
capital at the end of 1950 exceeded $13 million. In contrast, ABC’s 1950 
gross income was less than 8% of RCA’s ($45,879,660)—derived solely from 
its broadcasting operations. 


227 


with [5823] United Paramount Theatres in the summer of 
1951, a company with total assets of $119.7 million, and current 
assets of $39.4 million (including $35.5 in cash and government 
securities). 

B. ABC (1953-1965) 

By the terms of that agreement, ABC was to be merged 
into UPT, with the name of the merged company becom- 
ing American Broadcasting-Paramount Theatres, Inc. The 
1,689,017 shares of ABC stock then outstanding were to be 
converted into 666,717 shares of AB-PT common and 608,047 
shares of AB-PT preferred, with the UPT stockholders con- 
tinuing to hold 3,260,228 shares of AB~PT common. 

In subsequently passing on the merger thus proposed, the 
Commission concluded that the following considerations were 
relevant (8 RR 541, 594): 

(a) the place of networks in our system of radio and 
television broadcasting; 

(b) the emergence of ABC in 1943 as an independent 
network as a result of the Commission’s network investi- 
gation, including the growth and accomplishments of ABC 
since 1943; 

(c) the continued dominance of NBC and CBS in net- 
work broadcasting and the reasons therefor, including the 
handicaps under which ABC has operated and its resultant 
inability to provide the amount of competition which 
might have been expected from its establishment as an 
independent network; 

(d) whether the merger with UPT will stimulate com- 
petition and result in an over-all improvement of network 
service; and 

(e) whether the merger will lessen competition or tend 
to monopoly. 

After analyzing the data which the parties adduced [5824] 
on these matters, the Commission granted its consent to the 
merger in a decision released February 9, 1953 wherein it 
summarized its reasons therefor as follows (8 RR 541, 623-629) : 

We have long recognized that network broadcasting is 
an integral and necessary part of radio, and we have more 
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recently extended this recognition of the benefits of net- 
work broadcasting to the field of television. We have also 
recognized that the public interest is served by competi- 
tion among the networks, both radio and television. In- 
deed, it was our concern with the necessity of stimulating 
competition in network broadcasting, . . . that led to the 
establishment of ABC in 1943 as an independent, com- 
petitive network. However, while ABC has been aggres- 
sive in securing AM affiliates, in obtaining its full quota 
of owned and operated television stations in major mar- 
kets, in pioneering with respect to certain practices now 
standard network usage, and in developing special events 
and news programs which could be produced at moderate 
cost, it has not been able to compete effectively with NBC 
and CBS either in radio or television. 


* * * * * 


NBC and CBS were in the network television business 
before ABC. Because of the extent of their financial re- 
sources, they have been able, particularly in the early days 
of television when large losses were incurred, to give their 


affiliated stations a better program structure than that 
supplied by ABC. Furthermore, many of the television 
licensees are also the owners of NBC and CBS radio affili- 
ated stations and naturally have been inclined to favor 
NBC and CBS in television station affiliations and clear- 
ances. As in radio, NBC and CBS have affilated with the 
most important station outlets. Furthermore, in most of 
the 1- or 2-station markets, the stations have a basic tele- 
vision affiliation with either NBC or CBS and clear con- 
siderably more time for programs of those networks than 
they do for ABC and DuMont programs. The inability to 
obtain station [5825] clearances poses a very serious com- 
petitive problem for ABC because NBC and CBS try to 
and do attract the sponsors of ABC programs to their 
networks on the basis that they can provide a much larger 
number of station clearances * * * 

In addition to the other factors referred to above which 
place ABC in a difficult competitive position, reference 
must be made to the superior earning power and working 
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capital available to the other national networks, both 
radio and television, resulting from their other business 
interests. The significance of this as it relates to NBC, was 
also recognized by the Commission in its 1941 Report on 
Chain Broadcasting. There the Commission pointed out 
that: “NBC is but a branch—though an important 
branch—of a vast corporate enterprise which straddles the 
field of communications, radio-equipment manufacturing, 
and entertainment. The position of NBC in the field of 
broadcasting cannot be fully understood nor properly eval- 
uated without some grasp of the history and activities of 
RCA. * * * RCA occupies a premier position in fields 
which are profoundly determinative of our way of life. Its 
diverse activities give it a peculiarly advantageous position 
in competition with enterprises less widely based.” * * * 


* * * * * 


Upon reviewing the competitive factors hitherto dis- 
cussed, we conclude that while the merger may result in 
some lessening of some aspect of the competition that 
exists, either presently or potentially, between ABC and 
UPT as separate companies, there is no reasonable prob- 
ability that the merger will substantially lessen competi- 
tion or tend to monopoly in any section of the country or 
in any line of commerce. * * * In our opinion, the merger 
will not only fail substantially to lessen competition but 
will promote competition. The merger will provide ABC 
with the financial resources to carry out its plans to 
strengthen its programming and improve its physical plant 
and thereby provide substantial competition to the other 
networks, enabling both its owned and operated stations 
and its affiliates to improve their service to the public, and 
stimulating the other networks and stations to compete 
in turn. Furthermore, the increased competition which the 
merger will foster appears certain, substantial and imme- 
mediate whereas the lessening [5826] of competition 
which may occur would be minor, limited and remote. We 
therefore conclude that the merger will be in the public 
interest. 
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In the 13 years which have elapsed since the ABC-UPT 
merger was effectuated on February 9, 1953, many noteworthy 
improvements have been made in ABC’s competitive position. 

ABC has increased its owned and operated AM and FM 
station set-up in key markets by purchasing KQV (AM and 
FM) in Pittsburgh, by acquiring WLS in Chicago (and thus 
converting WLS-WENR into one full-time Class I operation 
on 890 ke), and by having WAB’s skywave service restored in 
the East (a matter still in litigation). Though many of the 
additions have been in the form of day-time only or Class IV 
operations, the number of its AM affiliates has increased from 
294 to a figure in excess of 400. The number of its TV affiliates 
has more than quadrupled—increasing from 59 to 268 (of 
which 123 are primary affiliates). The TV network is providing 
& program service during almost twice as many hours each week 
as it did in 1952. It has established a news organization which 
spans the globe. 

The Company’s broadcasting revenues have increased from 
approximately $60 million in 1952 to $280 million in 1963, to 
$310 million in 1964, and $361.6 million in 1965. ABC’s over- 
all gross during the past twelve years has [5827] increased as 
follows: * 


1959 1964 1965 


$172, 4€8, 528 $310, 135, 000 $361, 631, 000 
115, 916, 000 91, 139, 236 78, 891, 000 80, 982, 000 
2, 456, 000 24, 349, 597 31, 899, 000 33, 852, 000 


- $188, 796, 000 $287, 957, 411 $420,915,000 $476, 465, 000 
———— 


7 By a change of corporate name effective July 2, 1965, American Broad- 
casting-Paramount Theatres, Inc. became American Broadcasting Com- 
panies, Inc. 

*It will be noted that during the first year following the merger, more 
than 60% of the company’s revenues were from its theatres, with less than 
40% from its broadcasting operations, During 1965 the ratios had changed 
to the point that broadcasting and related revenues represented approxi- 
mately five-sixths of the company’s annual gross, Thus, as in 1952, ABC is 
once again largely dependent on revenues derived from its broadcasting 
operations. 
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Commendable though its efforts have been, the merged ABC 
has been unable to close the gap between itself and its two 
principal TV competitors (NBC and CBS). In striving to reach 
equality with these older and wider-based networks, ABC has 
been greatly handicapped by a shortage of equal outlets in 
many of the top 100 markets. With many principal markets of 
the country limited to two stations, ABC has been unable to 
obtain @ national audience for all its TV programs and large 
segments of the public have been deprived of a choice of at 
least three program services. The effect of this shortage of out- 
lets, as well as the cumulating effect of related competitive 
disadvantages under which ABC has operated, is shown by the 
following comparison (compiled by LNA/BAR) of network 
TV time sales and program billings for 1965: ; 


Total Dollars Dollars Greater Than ABC 


The 1965 CBS and NBC advantages of $154,277,000 and 
$91,944,000 in net time and program billings, compare with 
CBS and NBC advantages of $76,356,129 and $75,547,871 in 
gross time billings in 1953, the year of the ABC-UPT merger. 

Since each of the three networks provides the public with 
relatively the same number of sponsored shows each week, this 
disparity in billings is a principal result of the major advantage 
which NBC and CBS enjoy in the number of stations primarily 
affiliated with their network and the greater gross billings that 
flow from the greater number of stations carrying their pro- 
grams. 
is is further borne out by the combined Class A hourly 
rates of the primary affiliates of the three networks for the 
winter of 1966: 


Primary affiliates (winter-1966) 
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In those 86 markets where the three networks each has an: 
affiliate with equal facilities (3 VHF or 3 UHF), the [5829] 

disparity in total gross Class A hour rates among the three net- 
works is substantially less: 


Total gross class A hour rates 


86 Markets— % Greater 
1966 than ABC 


That clearance handicaps cannot be entirely eliminated by 
better programming is illustrated by Nielsen ratings for 1966. 
In 30 markets where all three networks had equally competitive 
facilities, GIDGET on ABC ranked ahead of GILLIGAN’s 
ISLAND and DANIEL BOONE which were offered at the 
same time by CBS and NBC respectively, whereas in overall 
national ratings (because of markets where ABC had no com- 
parable outlets) the positions of the three programs were 
reversed : 


Thursday 8:00-8:30 p.m., N.Y.T., siz weeks ending 3/6/66—Average ratings 


Nielsen 30 Nielsen 
Competitive National 
markets 


20.4 18.8 
19.3 21.7 
17.6 Bl 


[5830] Thus, although ABC has made major progress and 
its competitive position has much improved in the thirteen 
years since the merger, it has not yet been able, in large part 
because of the shortage of equal facilities in major television 
markets, to provide the full measure of competition that both 
ABC and the Commission envisioned in 1953. While the enact- 
ment of the all-channel law (barring a second failure of UHF) 
should improve ABC’s position by providing additional com- 
petitive facilities within the next five years, networking is 
entering an era in which resources far beyond those envisioned 
in 1953, or even those envisioned a few years ago, will be neces- 
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sary to compete. Some of the increased financial requirements 
are already evident; others, required in the very near future as 
global television becomes a reality and as we enter the space 
age, can only be vaguely predicted. 

Among the major expenditures which ABC immediately 
faces, if it is merely to retain the competitive position it has 
achieved, are the following: 

(a) Color conversion costs. The estimated costs of equipping 
the ABC network and its owned stations for full color television 
will substantially exceed the costs that have heretofore been 
incurred for equivalent black and white equipment. 

[5831] (b) Increased entertainment program costs. In the 
period 1960-64, the average network investment in a half hour 
pilot rose from $72,000 to $87,000, an increase of 21 percent, and 
the average investment in an hour pilot rose from $135,000 to 
$200,000, an increase of 48 percent; during the same period, the 
average cost of a single half hour new episode rose from $49,000 
to $61,000, an increase of 24 percent, and the average cost of 
an hour new episode rose from $94,000 to $127,000, an increase 
of 35 percent. (A. D. Little Report, pp. 21-22, Docket 12782, 
February 18, 1966). Some total pilot production costs greatly 
exceed these averages—for example, Big Valley, $349.000; 
Voyage to the Bottom of the Sea, $373,000; and Lost in Space, 
$490,000. The successful programs also usually cost substan- 
tially more per episode than the average per episode figures— 
Bonanza, $187,000 per one hour; Ed Sullivan, $164,000 per one 
hour; and Bewitched, $72,000 per one half hour. (Source, Tele- 
vision Information Office). Costs for the 1966-67 season will be 
progressively higher, as has been the case in each new season. 

(c) Feature film production costs. The 1966-67 network 
season will see an increase in the use of feature film in prime 
time network schedules—a total of 10 hours a week for the three 
networks combined—as well as a rapid drop in the reservoir 
of high quality feature film available [5832] for TV. The re- 
sult has been both a major increase in the cost of prime feature 
packages plus the advent of joint venture and similar arrange- 
ments under which networks are joining the major motion pic- 
ture companies and independent producers in the production 
of new features. In recent months, NBC has announced fea- 
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ture production arrangements with Universal Television; CBS 
with Warner Brothers; and ABC with MGM, Ivan Tors and 
MPO Productions. Multi-million dollar commitments will be 
required. ; 

(d) Increasing news, special events and public affairs costs. 

To pick up the Gemini 7 splashdown, for example, the three 
networks pooled resources and paid $300,000 just for the equip- 
ment and men aboard the aircraft carrier Wasp. A single space 
shoot costs each network $1,000,000—and that does not include 
the money lost through eliminating regular commercial pro- 
grams. The coverage of last year’s 14-hour visit of Pope Paul 
to the United Nations cost the networks about $1,000,000 for 
pooled production, and with the pre-emptions of commercial 
programs the costs totaled about $5,800,000. (Source, Televi- 
sion Information Office) .* 
[5833] (e) Increasing sports costs. Each year, the TV rights 
for college and professional football and other sports escalate, 
with the top figure not yet in sight and with the possibility that 
sports may become another loss leader for the networks. 

(f) The cost of program innovations. Television’s major 
challenge is to create programs that depart from existing pat- 
terns. Innovation, until tested and proven, brings with it the 
uncertainties of viewer and sponsor acceptance. In the 1966-67 
season, ABC will present “ABC Stage 66”, a series of hour long 
dramas, musicals and other shows, featuring leading American 
and international playrights, musical comedy composers and 
major entertainment and drama stars, many of whom have not 
written or performed for television before. The programs to 


*The vastly increased commitments by networks to news and special 
events are well known: “. .. money stakes of broadcasting are changing 
momentously, brought on at least partly by (a) the quickening space race 
which the media have tacitly pledged themselves to follow clear to the landing 
of man on the moon—each space shot costing the tv nets millions more than 
the one before; (b) the deepening of the Vietnam war which tv and radio 
are obliged to cover and cannot afford to treat routinely lest they lose their 
standing as news media; and (c) the technological miracles that rapidly 
are making television a world medium and that invite wide experimenta- 
tion, for future competitive reasons if not for those of conscience. And all 
these are, of course, strictly red ink items in the P&L, placing an even 
greater burden on the commercial schedules for profits.” Variety, Jan- 
uary 5, 1966. 
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be presented will include original musical comedies and drama 
shows written especially for television, comedies, variety shows 
and new and engrossing documentaries. ABC’s “Stage 66” is 
one of the most auspicious projects ever undertaken by any net- 
work and is expected to bring a new dimension and vitality to 
television programming—all ata major cost. 

The above six examples are only illustrative of the many 
greatly increased expenditures that are required merely [5834] 
to keep pace with television as zt has developed to date. Enor- 
mous though they are, they will seem small in comparison with 
what will be required in the years ahead to realize the benefits 
to mankind that will become possible of attainment in the rap- 
idly approaching era of satellites and global television. (See, 
for example, projections for the future in address by David 
Sarnoff before Screen Producers Guild, March 6, 1966; address 
by Leonard H. Goldenson before American Legion on February 
28, 1966; and column by Jack Gould, New York Times, March 
6, 1966.) The escalating costs will reach figures that were 
thought unbelievable a few years back. Resources much beyond 
those now available to a company of ABC’s size—resources 
which its competitors enjoy to a much greater extent '—will be 
required. 

With broadcasting costs escalating as they have of late, with 
television networking entering a new transition stage, with the 
gap still existing between ABC and its competitors, the conclu- 
sion is unavoidable that ABC should again seek to broaden its 
hase of operations by joining forces with a company with greater 
capital resources, with more diversified earnings, and broader 
technical experience. To that end American Broadcasting Com- 
panies, Inc. has proposed to merge with and into a new wholly 
owned subsidiary of International Telephone and Telegraph 
Corporation, a subsidiary [5835] which will continue to have 
the name American Broadcasting Companies, Inc. after the 
merger. By the terms of the merger agreement ABC’s stock- 
holders, for the 4,670,812 shares which they presently hold. 
will receive approximately 2,675,951 shares of ITT common 


1See comparative financial summaries of ITT, ABC, ITT-ABC combined, 
RCA and CBS in the attached APPENDIX. 
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and the same number of shares of a new convertible ITT pre- 
ferred. The holdings of ITT’s present 100,000 stockholders 
(21,301,141 shares) will remain unchanged. 


Cc. ABC (1966— ) 


In a technical sense the Commission’s function is to approve 
or disapprove the proposed assignments or transfers by ABC 
of its AM, FM and TV licenses to the new ITT-ABC Company. 
The statutory standard by which the approval of disapproval 
must be made is whether the transfer and assignments are “in 
the public interest.” By its very breadth that standard on the 
facts of these applications raises fundamental issues far trans- 
cending in significance those ordinarily attending a transfer or 
assignment proceeding involving individual broadcast licenses. 
The facilities here involved are the core of a far more important 
segment of the communications industry—the real subject of 
the assignments—namely, a national network system of televi- 
sion and radio broadcasting. 

It follows that the public interest issues involved in these 
applications can be placed in proper focus only against the 
background of the past history and existing structure of the 
network broadcasting industry. This means [5836] that a de- 
termination whether the merger of ABC and ITT will be in 
the public interest must include an analysis, as it did in the 
ABC-UPT merger: (a) of the importance of networks in our 
system of radio and television broadcasting; (b) of the growth 
and accomplishments of ABC since 1953, and whether its per- 
formance to date gives promise of improvements in the future 
if the assignments are approved; (c) of the continued dom- 
inance of NBC and CBS in network broadcasting and reasons 
therefor; (d) of how the merger with ITT will stimulate com- 
petition and result in an overall improvement of network serv- 
ice; and (e) of why the merger will not lessen competition or 
tend to monopoly. The factual basis on which this analysis can 
be made has been largely set forth in the preceding pages. The 
analysis supports the merger here proposed. 

1. Importance of Networks. Now, no less than in 1953, com- 
petitive networks are an essential part of the American pattern 
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of broadcasting. “Generally speaking and with few exceptions, 
the network program service [in TV] is indispensable to suc- 
cessful station operation, and spells the difference between 
financial prosperity and, at best, a marginal operation .... All 
‘groups concede that networks have made invaluable contribu- 
tions to public service in broadcasting through the major role 
they have [5837] played in the development of our national 
television system and the provision of a national program serv- 
ice of entertainment, news and public service programming. 
Any action which might run the risk of undermining or destroy- 
ing this vital segment of the broadcasting industry would 
seriously disserve the public interest.” Option Time Rules, 18 
RR 1822, 1934 (1958). 

Elsewhere the Commission has stated its conviction that 
“the national networks have made invaluable contributions in 
the development of our system of television broadcasting and 
that networking is necessary to the continued growth and ex- 
pansion of the service.” Option Time Rules, 20 RR 1568, 1570 
(1960). 

In the era of global television immediately ahead, the im- 
portance of networks will certainly not diminish. 

2. ABC’s Growth and Accomplishments since 1953. ABC’s 
growth and accomplishments since 1953, as heretofore briefly 
outlined, are well known to the Commission; they have been 
commendable and worthwhile. They have vindicated the Com- 
mission’s action in 1941 requiring NBC to divest itself of one 
of its two networks and the Commission’s 1953 decision allow- 
ing ABC to merge with UPT. These past accomplishments 
have been such that—with a more diversified base and with 
the additional capital and the technical and research knowl- 
edge which a merger with ITT will provide—they, along [5838] 
with the anticipated success of UHF, presage the establish- 
ment of ABC as a fully competitive network. 

3. Continued Dominance of NBC and CBS. Though ABC’s 
growth and the service it has provided are commendable, the 
same pattern of NBC and CBS dominance which existed in 
1941, and which was discernible in 1953, still persists, although 
to a lesser degree. See the three network billings and other 
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statistics (pages 16-18 above) and the comparative financial 
data attached as an Appendix hereto. 

4. Stimulation of Competition. Additiona] financial re- 
sources, working capital and diversity of revenue-producing 
activities will greatly augment the competition which ABC will 
provide the other networks. As in 1953, “increased financial re- 
sources are essential to enable ABC to improve its program 
structure, build larger audiences, and thereby attract and retain 
sponsors and affiliates.” 8 RR 541, 624. With five-sixths of its: 
revenues coming from its broadcasting operations, its eggs are 
largely im one basket. 

ITT will not only provide ABC with additional resources, 

but will also furnish the network with more technical experi- 
ence—in connection with international television, space-age- 
developments, synchronous satellites, etc. 
[5839] In short, the merger will provide ABC with the finan-. 
cial, technical and other resources to carry out its plans to- 
strengthen and improve its programming and thereby provide: 
increased competition to the other networks, enabling both its: 
owned stations and its affiliates to improve their service to the: 
public and stimulating the other stations and networks to. 
compete in turn. 

5. Lessening of competition or tending to monopoly. As 
shown in the ABC and ITT Annual Reports which appear as: 
part of Exhibit I-4 to these applications, ABC and ITT are. 
presently engaged in essentially different enterprises. Hach 
company is also confronted with substantial competition. There 
is scarcely any conceivable aspect of their operations where 
the merger here proposed could lessen competition. 

In terms of broadcasting, the ABC broadcasting division of 
the combined ITT-ABC company would continue, for the fore- 
seeable future at least, to be.smaller in terms of billings, affili-. 
ates, etc. than either of its two.competitors. 

* Between 1961 and 1965, RCA’s profit after taxes increased {from $35,511,- 
00 to $101,161,000. A combined ITT-ABC during this same period would: 
have shown an increase in profit after taxes of from $58,629,000 to $91/675,- 
000. Although CBS would be ‘the snzaillest of the three companies if the- 
ITT-ABC merger were approved, it still sveuld be of major size, Between: 
1961 and 1965, CBS's profit after taxes rose from $22,038,000 to $49,051,000, 


with an unusually high ratio of net income to net sales. (See attached 
APPENDIX). 
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A combined overall ITT-ABC and a combined overall RCA- 
NBC would be comparable on a financial and diversification 
basis. 

CBS would be a smaller company than ITT-ABC just as it 
would continue to be smaller than RCA-NBC; but CBS has 
been large enough, and its management more than sufficiently 
competent, to accomplish the notable achievements described 
in its [5840] 1965 Annual Report as follows: “CBS Television 
Network was the world’s largest advertising medium for the 
12th consecutive year, attracted the largest audiences in broad- 
casting for the 11th consecutive year, and maintained its un- 
broken record as the nation’s most popular medium of enter- 
tainment and information. Daytime sales reached an all-time 
high with advertisers spending almost as much on the CBS 
Television Network as on the other two networks combined.” 

In short, as the Commission stated with reference to ABC’s 
1953 merger with UPT, there is “no reasonable probability 
that the merger will substantially lessen competition or tend 
to monopoly in any section of the country or in any line of 
ecommerce . . . . In our opinion, the merger will not only fail 
substantially to lessen competition but will promote competi- 
tion.” 8 RR 541, 629. 


D. WAIVER OF INTERIM TOP FIFTY POLICY 


There can be little question, in the light of the foregoing 
considerations, that the instant merger will definitely serve the 
public interest. If such be the fact, a current rulemaking pro- 
posal (Docket 16068) should not dictate a different result. 
There the Commission, though not proposing to require exist- 
ing licensees to dispose of current holdings in excess of any new 
limitations promulgated for the top 50 markets, does propose to 
foreclose any voluntary transfers in contravention of whatever 
new ceilings are ultimately adopted. [5841] Although the Com- 
mission has promulgated an “interim policy” designed to pre- 
vent persons from acquiring additional facilities under the cur- 
rent multiple ownerships while more stringent limitations are 
being considered, neither the spirit nor purpose of that interim 
policy should preclude the transfers here bemg proposed. 

278-719-6714 
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ABC presently has 5 VHF stations, 6 AM and 6 FM 
stations—as permitted by the existing multiple ownership 
rules (Rule 73.36, Rule 73.240, Rule 73.636). ITT has no 
broadcast licenses of any kind. Thus, the merger of ABC into 
ITT will not create any additional entities which for the first 
time would have in excess of three TV stations in the top 50 
markets. Nor would it create a situation (as in WGN-Denver) 
where an entity would acquire an additional facility which 
would put its holdings beyond those currently proposed in 
Docket 16068. To apply the “interim policy”, so as to preclude 
a substitution of one legal entity for another (where existing 
multiple holdings would in no way be changed, where the 
existing owners would continue to be owners, and where the 
existing management, personnel and policies would be un- 
changed), at a time when the Commission is not proposing to 
require any divestiture, would clearly be beyond the Commis- 
sion’s purpose in adopting the “interim policy.” 

Even if the “interim policy” were intended to cover the 
somewhat pro forma transfers and assignments of the [5842] 
present type, a hearing is not rendered mandatory where, as 
here, a “compelling affirmative showing” has been made that 
the proposed shift will serve the public interest. See Channel 2 
Corp., FCC 66-219, released March 4, 1966. Under the instant 
merger arrangement, the number of groups with 3 or more 
stations in the top 50 markets is in no way changed. No 
licensees will have any more stations or any fewer stations in 
the top 50 than they have at present. The shift of licenses from 
one entity to another will not produce any new or different 
“concentration” or “control”. The merger here proposed, as 
heretofore shown, will provide ABC with a more diversified 
base and more capital and other resources. It will promote 
greater competition among the networks; it will insure more 
program diversity; and, it will assist UHF development, for 
ABC has more to gain from the success of UHF than either of 
the other two networks, And, so far as multiple ownership, 
numerical ceilings, concentration or duopoly are concerned, 
the existing situation will not be changed. 

In several respects this is an a fortiori situation over WGN’s 
acquisition of a third VHF station in the top 50 markets which 
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the Commission approved March 4, 1966. There, unlike here, 
the seller did not select a purchaser with no stations in the top 
50 markets. The acquisition there considered, unlike here, aug- 
mented by one the number of groups which would have 
holdings in the top 50 in excess of the ceilings currently being 
proposed. Here, no less than there, [5843] the additional and 
diversified resources will result in substantial improvements in 
programming and will render ABC’s operations more com- 
petitive. 

Finally, as heretofore stressed, the benefits that will flow 
from strengthening the least strong of the three national tele- 
vision networks, will extend not only to the five markets in 
which ABC owns TV stations but to all ABC’s affiliated 
stations. 

When all these considerations are placed in the scale, they 
certainly meet the test of a “compelling affirmative showing” 
why the applications should be approved without hearing. 
Clearly, therefore, the public interest advantage of the merger 
outweighs any multiple ownership disadvantages to which the 
Interim Policy was directed and which are not here present. 


E. CONCLUSION 


ABC believes that its long range growth objectives, particu- 

larly in the broadcasting field, will be enhanced and strength- 
ened by its merger with ITT. One important benefit is that 
ABC, as part of the diversified ITT organization, will have a 
broader financial base, and, therefore, will be less affected by 
the wide fluctuations in earnings that are typical of the tele- 
vision networking business. The result should be greater finan- 
cial stability and greater freedom to plan and develop for the 
future. 
[5844] Asecond important benefit of the merger is that ITT’s 
research knowledge and scientific advances will also expand 
and improve ABC’s ability to serve its listeners. At the same 
time, ITT’s association with ABC can be expected to stimulate 
and facilitate still further technological achievements by ITT 
to the benefit of the communications industry and the public, 
as well as ABC. 
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Finally, by bringing to ABC ITT’s long and successful ex- 
perience abroad, the merger will enhance ABC’s and this coun- 
try’s growth in international, as well as domestic broadcasting. 


[5935] +* * * * * 
{Excerpts from Plans and Agreement of Merger] 


4.6. ABC and ITT further agree that: 

(a) ITT may, through its own representatives, make such 
reasonable investigation of the assets and business of ABC and 
the Subsidiaries as it deems necessary or advisable, but such in- 
vestigation shall not affect ABC’s representations and war- 
ranties hereunder or ITT’s right to terminate this Agreement 
as provided in Section 5.1. ABC agrees to permit ITT and its 
representatives to have, after the date of execution hereof, 
reasonable access to the premises and to such books, records 
and other documents (including, without limitation, all con- 
tracts, agreements, plans, leases and licenses to which either 
ABC or any Subsidiary is a party) of ABC and the Subsidiaries 
and ABC will furnish to ITT such operating data and other 
information with respect to the business and operations of 
ABC and Subsidiaries as ITT shall from time to time reason- 
ably request. In the event of the termination of this Agreement 
ITT will deliver to ABC all documents, work papers and other 
material obtained from ABC relating to the transactions con- 
templated hereby, whether so obtained before or after the ex- 
ecution hereof, and will use its best efforts to have any infor- 
mation so obtained kept confidential. ITT agrees that if all 
such information requested by it has been duly furnished its 
investigation pursuant to this Section shall be completed 
within 60 days after the date of execution of this Agreement 
and in no event later than seven days before the Meeting of 
Stockholders of ABC referred to in Section 4.6(c) below. If all 
the information requested by ITT has been duly furnished and 
if ITT does not notify ABC before the expiration of said period 
of 60 days provided for in this Section 4.6(a) or by the seventh 
day before the Meeting of Stockholders of ABC referred to in 
Section 4.6(c) below, whichever is the earlier, that it elects to 
terminate this Agreement pursuant to Section 5.1, specifying 
the reason or reasons for such termination, then, for all pur- 
poses of this Agreement, ITT shall be deemed to have been 
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satisfied with the information relating to ABC disclosed to it by 
ABC or obtained in the course of its [5936] investigation and 
be deemed to have waived any misrepresentation or breach of 
warranty by ABC of which it shall then have knowledge. 


[ 5937] * * * * * 

(h) In order to preserve the management, operating person- 
nel and policies of ABC, and in order to give effect to the con- 
tinuance of the ITT Subsidiary as an autonomous subsidiary, 
ITT agrees that it will not during the three years following the 
Closing Date change the number, powers or the membership of 
the Board of Directors of the ITT Subsidiary as originally con- 
stituted pursuant to this Agreement (other than the two mem- 
bers to be designated by ITT as provided in this Agreement) 
or the management of the ITT Subsidiary as originally con- 
stituted pursuant to this Agreement unless there has been a 
material deterioration in the business or financial position of 
the ITT Subsidiary and its subsidiaries taken as a whole in re- 
lation to the broadcasting and theatre industries which adverse- 
ly affects the interests of ITT as a stockholder. In such event 
the Board of Directors of ITT, after consultation with the 
Board of Directors of the ITT Subsidiary, may take such action 
it deems necessary in the best interest of ITT and its stockhold- 
ers. Replacements on the Board of Directors of the ITT Sub- 
sidiary during such three year period, other than persons des- 
ignated by ITT, shall be designated by the ITT Subsidiary and 
shall be subject to the approval of ITT. ITT further agrees 
that in connection with any application to, or proceeding be- 
fore the Federal Communications Commission in connection 
with the Merger, ITT will represent to the Federal Communi- 
cations Commission that it will carry out its agreement pur- 
suant to this paragraph (h). ABC agrees that ITT shall be 
kept fully informed by the ITT Subsidiary with respect to its 
business and operations. While it is understood and agreed that 
ITT will rely on the Board of Directors of the ITT Subsidiary 
to assume the customary authority and responsibility for the 
management and conduct of its business, ABC agrees that dur- 
ing the three years following the Merger matters of major im- 
portance will be submitted to the ITT Board of Directors for 
approval before becoming effective. 
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(i) ITT agrees that it will recommend to its stockholders at 
the Meeting of Stockholders at which the Merger is to be con- 
sidered the approval of the designation by ABC of four per- 
sons (consisting of Leonard H. Goldenson, Simon B. Siegel and 
two other directors of ABC who shall not be employees of ABC 
or its subsidiaries or affiliates and who shall have been approved 
in advance by ITT) to be elected to the Board of Directors of 
ITT, such election to take place at the time of the Merger or 
at the first meeting of the Board of Directors of ITT following 
consummation of the Merger. The persons so designated will 
be elected to serve until the next annual meeting of stock- 
holders of ITT. Similarly, unless the provisions of paragraph 
(h) have been suspended as provided therein, ITT further 
agrees to recommend to its stockholders at such annual meeting 
and at the annual meeting in each of the two succeeding years 
the election to the Board of Directors of ITT of such persons 
or, in the event of the inability or unwillingness of any such 
person to serve, another person designated by the ITT Sub- 
sidiary who shall have been approved by ITT. ITT further 
agrees, unless the provisions of paragraph (h) have been sus- 
pended as provided therein, to cause the election of Leonard 
H. Goldenson, and any such other director of ABC who is not 
an employee of ABC, referred to above, who shall have been 
elected to the Board of Directors of ITT pursuant to designa- 
tion by ABC, to the Executive Committee of ITT at the first 
meeting of the Board of Directors of ITT following consumma- 
tion of the Merger and to use its best efforts to cause their re- 
election (or in the event of the inability of any of them to 
serve, the election or re-election of another person or persons 
designated by the ITT Subsidiary who shall have been ap- 
proved by ITT) thereto annually for a period of 2 years there- 
after, and in any event for a total period of not less than 3 
years from the Closing Date. 


[ 5938] * * * * * 

5.1. This Agreement and the transactions contemplated 
hereby may be terminated at any time prior to the Closing 
Date: 

(a) by mutual consent of the Boards of Directors of 
ITT and ABC; 


* * * * * 
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(e) by the Board of Directors of either party if the 
Merger shall not have been consummated by June 30, 1967, 
which date may be extended by mutual agreement of the 
parties and shall be extended to December 31, 1967 if the 
sole reason for such extension is to obtain the required 
order of the Federal Communications Commission or per- 
mit such order to become a Final Order; 


[5939] * * * * * 

(h) by the Board of Directors of ITT if the business or 
assets or financial condition of ABC and Subsidiaries taken 
as a whole have been materially and adversely affected by 
any cause or for any reason (other than as a result of 
changes or developments or operations in the ordinary 
course of business but including action pending or 
threatened by any regulatory body or by any govern- 
ment) ; 

[355] AMERICAN BroapcastinGc Companies, INc., 
New York, N.Y., July 26, 1966. 


Mr. Ben F. Warts, 
Secretary, Federal Communications Commission, 


Washington, D.C. 20564 


Dear Mr. Warts: I am very pleased to respond to your 
letter of July 20, 1966, in which you have requested me, as 
President of American Broadcasting Companies, Inc., to sub- 
mit “a statement specifying in further detail the manner in 
which the financial resources of ITT will enable ABC to im- 
prove its program services and thereby better to serve the pub- 
lic interest.” I am also most appreciative of the dispatch with 
which the Commission and its staff are processing these appli- 
cations and of the opportunity you have afforded us to supple- 
ment our showing by written submission. With a new tele- 
vision season only weeks away and with basic determinations 
and commitments already being made affecting the 1967-1968 
schedule, we are desirous of furnishing you as quickly as pos- 
sible any information which will enable you to pass promptly 
on the pending merger proposal. 

In this letter I will first cover ABC’s need for the additional 
financing and other resources that will be provided by ITT, 
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and the benefits to the public that will flow from the availability 
of those resources. In a second part of the letter I will address 
myself to the concern expressed by the two Commissioners who 
favored a hearing to make sure that ABC maintains its separate 
identity in ITT and does not become but a subordinated 
adjunct of a company with far wider interests. My views on 
this concern, against which we have fully guarded in our merger 
arrangements, may be of particular interest to the Commission, 
for issues of the same kind were raised in 1953 at the time 
United Paramount Theatres, the larger company, was acquiring 
the smaller ABC. I was then President of the acquiring com- 
pany and could have been expected to examine the matter at 
that time from a different perspective than I now have in the 
ITT-ABC merger, where the shoe is now on the other foot. 
Based on my 13 years’ experience at ABC and UPT, and on 
understanding we have reached with ITT and which are set 
forth in the agreements between the two companies, I am 
convinced that the ABC broadcast activities, as part of 
ITT-ABC, will be as unsubordinated as they have been as 
part of UPT-ABC, and that the association between the 
two companies will greatly contribute to the expansion and 
improvement of broadcasting service, without occurrence of 
any of the inhibiting influences on which the dissent speculates. 


I. PROGRAM IMPROVEMENTS 


As recognized by the phrasing of your inquiry, the merger 
application as submitted on March 31, 1966, contains a con- 
siderable showing on ABC’s need for additional financial re- 
sources and their use to improve our program service. (This 
showing was contained in Exhibit I-3, Attachment H, to the 
application, entitled “ABC—Past, Present and Proposed.” 
As a convenience in reference, this exhibit has been reproduced 
and is attached to this letter.) For competitive reasons, the 
need for additional financial resources, the specific amounts 
required, and the use to be made of these funds were often 
phrased generally. We are also aware that the Commission has 
available to it in its confidential files detailed information on 
ABC’s resources and earnings, as well as similar information 
on the other two networks, from which analyses could be made, 
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comparisons drawn, and the need for additional resources 
evaluated. 

As the Commission’s records show, the ABC Television Net- 
work has operated at a loss during the past three years. From a 
profit of $3.3 million in 1962, the network dropped to a loss of 
$4.6 million in 1963, a loss of $8.4 million in 1964, and a loss of 
$5.6 million in 1965. In contrast, the combined profits of the 
other two networks during this period rose steadily: from $33.4 
million in 1962 to $61.0 million in 1963 and $68.6 million in 
1964. (Separate figures for each of the two networks are not 
available; 1965 figures have not yet been released by the FCC.) 
Although ABC’s network losses during these years have been 
more than offset by the profits of the ABC-owned stations— 
$16.2 million in 1963, $21.9 million in 1964, and $25.5 million 
in 1965—ABC’s share of the total broadcast profits of the three 
networks and their owned stations has dropped substantially. 
In 1962, ABC’s share was $20.2 million of 2 total profit of 
$111.4 million (18 percent); by 1964 it had dropped to $13.5 
million of a total profit of $156.5 million (9 percent). (1965 
figures not yet released by FCC.) 

During this period total industry broadcast revenues and 
profits increased rapidly: revenues from $1,486.2 million in 
1962 to $1,793.3 million in 1964, and profits of $311.6 million in 
1962 to $415.6 million in 1964. ABC shared in the increased 
revenues, of course, but its increased cost of operation—mostly 
due to an expanded operating schedule, increased commitments 
in news and public affairs, and the rising costs of program 
rights—more than outdistanced the increased revenues. For 
example, between 1961 and 1965 program expenses for the TV 
network alone increased by $50 million—from $136 million to 
$186 million. 

As the Commission is aware, and as we have pointed out in 
our application, the need for very large financial resources, if 
a fully competitive network service is to be provided, will con- 
tinue to expand. Some of these demands are already evident: 
others required in the very near future as global TV becomes a 
reality and as we enter the space age can only be vaguely pre- 
dicted. Illustrative of the capital requirements for plant and 
equipment already known and planned by ABC are $34.0 mil- 
lion (in addition to $10 million already spent through 1965) 
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for conversion to color; $17 million (in addition to $6.5 million 
already spent) to purchase and furnish ABC’s new office head- 
quarters building in New York City; and approximately $90.0 
million for constructing and equipping new studio complexes 
to be built in New York and Los Angeles, as a part of our long 
range plan. If the additional ITT resources are not obtained, 
much of this improvement in plant and equipment, including 
the conversion to color, will have to be scaled down or spread 
over an extended period. 

During the next six months (July-December, 1966) the 
Broadcast Division will have cash requirements of $36 million, 
consisting of $25 million to acquire program rights and $11 
million for property and equipment. During this same six- 
month period the Division will generate approximately $7 mil- 
lion in cash from depreciation and after-tax earnings. The 
difference—$29 million—must be made up from cash on hand, 
not to be recovered until a later date. This substantial cash 
requirement is being met by the use of borrowed funds. ABC's 
loan indebtedness five years ago was $52.5 million; it has since 
been increased to $67.5 million. The ability to borrow is often 
dependent on factors over which the borrower has no control, 
including the state of the national economy. 

As detailed in the attachment to this letter, ABC is a smaller 
company, with far fewer shares of capital stock outstanding, 
than either of its two national network competitors. Its busi- 
ness activities are largely limited to entertainment—a highly 
volatile and cyclical business. As a consequence, a drop in pro- 
gram ratings, even of relatively small amount or temporary 
duration, can have a drastic impact on its publicly-traded 
shares. With a nondiversified business and with relatively few 
shares of stock outstanding, poor ratings can and do cause 
substantial dips in stock prices, which in turn can result in 
large purchases by potentially divisive buyers, leading to ef- 
forts to upset corporate control. These factors produce a re- 
straining influence on management’s ability to incur important 
long-term commitments essential to program improvement. 
They also tend to keep innovation, with its attendant high 
risks, at low levels; and they exert pressure to keep to a mini- 
mum the losses inevitably incurred in news, public affairs, and 
special events programming. 
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Although ABC has performed remarkably well under these 
handicaps, aided by a national economy which has been on the 
rise, the ever increasing financial demands, immediately capa- 
ble of fulfillment on the advanced time table that would be 
made possible by the merger, are beyond its present capacity, 
unless deferred or scaled down. By associating itself with a com- 
pany with five times the capitalization of ABC, with widely 
diversified business interests, and with four times ABC's re- 
sources, an adverse ratings report (with broadcasting repre- 
senting only 13 percent of the merged company’s net and gross) 
will not produce disastrous stock dips. Thus buttressed, man- 
agement will be able to take program risks and engage in long- 
range development that are beyond the company’s resources 
as now constituted. 

The importance of additional financing and ABC’s associat- 
ing with a more widely based company must also be considered 
in the light of ABC past competitive weaknesses, first in AM 
and later in TV, since its establishment as an independent net- 
work in 1943 (see the attachment hereto). It is the youngest 
of the three networks; it is more dependent on struggling UHF 
stations; it has lesser resources on which it can fall back. 

Furthermore, the need for additional financing and the pro- 
gramming benefits therefrom must be viewed in the light of 
costs and uncertainties which lie ahead. Broadcasting is dy- 
namic and changing. Radio, after its appearance in the ’20’s, 
dominated the scene through World War II. Television has 
come to the front since the ’50’s. The emergence of color as a 
dominant phenomenon is a current development. Networking 
by satellite lies in the immediate future. The possible impact 
which pay TV and CATV may have on television operations as 
we know them today remains to be seen. Of only one thing can 
we be sure—survival in this dynamic industry will go to the 
fittest, those with the know-how, the resources, and the ability 
toserve the public interest. 

Viewed in this light, ABC’s association with a more widely- 
based company with additional financial resources will result 
in improved program service in numerous respects, including: 

1. It will enable ABC to innovate. The principal current 
criticism of television is “sameness”. It is understandable to 
copy @ format which has been tried and proved. Innovation, 
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until tested and proved, brings with it the uncertainties of 
viewer and sponsor acceptance. Though always owing a fiduci- 
ary responsibility to its stockholders, management of a diversi- 
fied company whose eggs are not all in one basket can take risks 
which a one-purpose company cannot—because of the unto- 
ward and serious consequences of an unfortunate mistake. In 
short, the tendency of successful companies to diversify, so 
noticeable in the past ten years, is not accidental. 

2. It will permit ABC to present more spectaculars. Although 
initially planned before the ITT merger developments of De- 
cember 1965, ABC has been proceeding with “ABC Stage 66” 
(now “ABC Stage 67”). “ABC Stage 67” is one of the most 
ambitious projects ever undertaken by any network, and it is 
expected to bring a new dimension and vitality to television 
programming (though not to the cash register)—all at a major 
cost. Whether such spectaculars are to be a continuing feature, 
rather than an episode in our television development, is neces- 
sarily dependent in part on ABC’s financial resources. 

3. It will permit ABC to provide still more news, special 
events, and public affairs. All three networks have long become 
reconciled to the fact that the cost of bringing news, political 
conventions, Gemini flights and like programming to the public 
greatly exceed the advertising revenues derivable therefrom. 
The losses which can be borne by any network for such pro- 
gramming are not unlimited. As the youngest network, with the 
lowest revenues and least capital, ABC has had to consider costs 
in determining the extent to which it can provide elaborate live 
coverage of public affairs and newsworthy events. Nevertheless, 
in the past five years it has expanded the personnel of its News 
Department by more than tenfold and has increased its annual 
expenditures for news and special events from $10 million to 
$28 million. With additional resources to fall back upon if need 
be, further news and special services, such as the planned ex- 
pansion of the evening news block to 30 minutes in color and 
the “Africa” series, can be expected. 

4. It will enable ABC to continue feature film presentations. 
The substantial increase in the use of feature films in prime- 
time network schedules during the past season, and proposed 
by all three networks for the forthcoming season, gives indica- 
tion of continuing. The result has been both a major increase in 
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the cost of prime feature packages, plus joint ventures by the 
networks with picture companies for the production of new 
features. Because of the voracious appetite of television for 
program product, multi-million dollar commitments will be re- 
quired for prime-time feature film; for example, the cost to 
ABC of network rights to “The Robe” and “The King and I” 
was $4 million. 

5. It will enable ABC to expand its sports programming. Each 
year the TV rights for professional sports have escalated, with 
the figures far in excess of what was thought possible in the 
*50’s. Not only are sporting events not heretofore shown on 
television being brought into the home, but events once on 
television and lost because of the costs, such as heavyweight 
championship fights, are returning. If pay TV, in some form 
or other, becomes a reality, the price of sports rights will un- 
doubtedly further escalate; and if free TV is to retain these 
events, backing such as that possible from a company of ITT’s 
size will be necessary. 

6. It will speed ABC’s conversion to color. As I have indi- 
cated above, ABC faces an additional expenditure of $37.5 
million in plant and equipment to complete its conversion to 
color. Without additional resources, it is apparent that ABC 
will have to choose between slowing down on color conversion 
or cutting back on other planned projects. Merger with ITT 
will make this choice unnecessary. 

7. It will enable ABC to meet other increased program costs. 
As pointed out in the attachment hereto, in the period 1960-64, 
the average network investment in a half hour pilot rose from 
$72,000 to $87,000, an increase of 21 percent, and the average 
investment in an hour pilot rose from $135,000 to $200,000, an 
increase of 48 percent; during the same period, the average 
cost of a single half hour new episode rose from $49,000 to $61,- 
000, an increase of 24 percent, and the average cost of an hour 
new episode rose from $94,000 to $127,000, an increase of 35 
percent. (A. D. Little Report, pp. 21-22, Docket 12782, Feb- 
ruary 18, 1966.) Some total pilot production costs greatly ex- 
ceed these averages—for example, Big Valley, $349,000; Voy- 
age to the Bottom of the Sea, $373,000; and Lost in Space, 
$490,000. The successful programs also usually cost substan- 
tially more per episode than the average per episode figures— 
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Bonanza, $187,000 per one hour; Ed Sullivan, $164,000 per one 
hour; and Bewitched, $72,000 per one half hour. (Source, Tele- 
vision Information Office.) Costs for the 1966-67 season are 
progressively higher, as has been the case in each new season. 

8. It will enable ABC to be more competitive. The Commis- 
sion has long been on record that competitive networks are an 
essential part of the American pattern of broadcasting. At pres- 
ent, generally speaking and with few exceptions, a good net- 
work program service is indispensable to successful operation, 
particularly UHF. By being more competitive with CBS and 
NBC, ABC will strengthen its affiliates (VHF and UHF). 
Healthy affiliates are, in turn, indispensable to local television 
operations. As in 1953, “increased financial resources are es- 
sential to enable ABC to improve its program structure, build 
larger audiences, and thereby attract and retain sponsors and 
affiliates.” ABC-Paramount Merger, 8 RR 541, 624 (1953). 

9. It will further the growth of UHF. ABC, as the network 
with fewer outlets and less over-all coverage, has a tremendous 
stake in the growth and development of UHF. By becoming a 
fully competitive network, ABC can speed up the growth and 
development of UHF, particularly in markets presently limited 
toone or two VHF stations. 

ITT’s contributions will not be limited to financial support. 
As the application points out, the proposed merger will make 
available to ABC and to the television audience the result of 
ITT’s extensive research, knowledge, and technical know-how, 
including its leadership in international television, space-age 
developments, and synchronous satellites. In short, the merger 
will provide ABC with the financial, technical, and other re- 
sources to carry out its plans to strengthen and improve its 
programming, thereby providing increased competition to the 
other networks, enabling both its own stations and its affiliates 
to improve their service to the public, and stimulating other 
stations and networks to compete in turn. 


II, ITT’S DIVERSIFIED INTERESTS 


We respectfully submit that any concern over granting 
broadcasting and networking facilities to a company the largest 
part of whose interests are in other fields is misplaced, a fact 
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substantiated by this Commission’s experience from the begin- 
nings of broadcasting and confirmed by my own experience at 
ABC-UPT since 1953. 

This is not a new concern; it has been expressed from time to 
time by individual Commissioners in the past. In every in- 
stance, however, the Commission has voted to grant the appli- 
cations, and in no instance of which we are aware has the Com- 
mission later encountered any instance in the operation of 
these multipurpose companies in which the broadcasting activi- 
ties were being subordinated to other interests of the com- 
panies. In fact, many of these licensees are among the most 
outstanding broadcasters, responsible for much of the technical, 
programming and other advances in radio and television. 

More than 20 years ago, in the Avco case, 3 RR 6, 31, 41 
(1945), certain Commissioners dissented to the proposed trans- 
fer of the Crosley licenses to “a holding company . . . engaged 
in activities ranging from the manufacture of kitchen sinks to 
the conduct of stock brokerage business, including the manu- 
facture of airplanes, ships, steel, and the control of a large 
utility holding company.” The majority, in answering this con- 
tention, referred to the large number of licensees engaged in 
other enterprises (pp. 19-20). As the majority pointed out, 
“the notion that all large business concerns are unfit to hold a 
broadcast license” ignores firmly established precedents; large 
companies, such as Ford, Gimbel Brothers, Warner Brothers, 
Westinghouse, and General Electric, “were among the pioneers 
of the radio industry and contributed much to the development 
of the art.” 

Though of the view that extensive interests in other busi- 
nesses could not under the Act as written be used as a basis for 
rejecting Avco’s acquisition of the Crosley broadcast proper- 
ties, the majority did believe that the matter of entrusting radio 
licenses to companies “whose principal business interest lies in 
other fields” was one to which Congress should give considera- 
tion: 

“We suggest that Congress consider the advisability of 
further defining the qualifications of licensees and partic- 
ularly to determine as to what extent holding companies, 
investment banking groups, large industrial empires, large 
manufacturing companies and other businesses should be 
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permitted to control radio broadcasting stations. Many 
present licensees who are included in these groups have 
made substantial contributions to the development of 
broadcasting. If, however, national policy should require 
that certain types of enterprises be ineligible to enter the 
broadcasting field, that is a question which the Congress 
and not the Commission must decide.” 


The Avco decision, and the recommendations and views con- 
tained therein, were thereafter duly reported to Congress. Con- 
gress chose not to adopt the Commission’s suggestions. 

From the outset of our negotiations, both Mr. Geneen and I 
were in agreement that one of our objectives should be to estab- 
lish arrangements which would enable ABC to be continued as 
& separate corporation and operated as a substantially auton- 
omous unit, apart from the other ITT operations and unaf- 
fected by other commercial or similar interests of ITT. I believe 
that the arrangements agreed upon, which are summarized in 
my letter of March 18, 1966, to Mr. Geneen and his reply to 
me of March 28, 1966, meet this objective, as well as establish 
the procedures by which the parent company will be in a posi- 
tion to discharge the over-all responsibility that is expected of 
it by the FCC. 

In closing, I would like to mention again that there are many 
highly diversified companies which have been broadcast 
licensees for decades, including Westinghouse, GE, RCA, Aveo, 
and General Tire. There are also other major companies with 
interests in broadcasting who also have interests in other activi- 
ties, such as magazine and newspaper publishing, which, in a 
broad sense, may be considered as competitive to broadcasting, 
including Meredith, Triangle, Hearst, Scripps-Howard, Time- 
Life, Chicago Tribune, Cowles, Cox, Gannett, Metro-Media, 
and Newhouse. In all of these situations, particularly where 
the owners are in competing businesses, there is some theoreti- 
cal possibility that the welfare of broadcasting will be subordi- 
nated to that of the other business activity. But experience has 
shown that this has not occurred. 

As Commissioner Bartley points out, broadcast licensees, 
unlike newspapers, hold their licenses as public trusts. All 
broadcast licensees are subject to the requirements of the Com- 
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munications Act and of the Commission’s rules and policies, 
including equal time, fairness, sponsorship identification, ete. 
They are also subject to periodic license renewal review. In the 
case of ABC’s 17 licenses, there is hardly a time when one or 
more of those licenses are not pending before the FCC on re- 
newal. If the fears that Commissioner Bartley expresses were to 
materialize, and I am confident they would not, the FCC has 
more than adequate authority to correct any abuse. 


III. CONCLUSION 


I trust that the foregoing matters will be of assistance to 
the Commission in disposing of any doubts concerning the 
public interest advantages which will flow from approving the 
merger here requested. 

Very truly yours, 
Leonarp H. Gotpenson. 


[854] INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION, 
320 Park AVENUE, 
New York, N.Y. 10022, July 25, 1966. 


Mr. Ben F. Wap te, 
Secretary, Federal Communications Commission, 
Washington, D.C. 20554. 


Dear Mr. Wapte: In response to your letter of J uly 20, I 
am pleased indeed to provide the following information in con- 
nection with your review of the pending applications for the 
transfer of the American Broadcasting Companies station li- 
censes to a new corporate subsidiary of ITT. 

The ITT Board of Directors reviewed and considered during 
its meeting of April 13, 1966, the applications for transfer of 
ABC's station licenses. It approved all the undertakings set 
forth in my exchange of letters with Mr. Goldenson, copies 
attached, including the undertakings which generally made 
available the financial resources of ITT to ABC, as needed. 
Of course, specific requests in the future will require specific 
ITT Board approval. Although there is no way of detailing with 
exactitude, what ABC’s needs might be in the future, they will 
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embrace (a) proposals to make the network more viable and 
competitive and (b) programs which serve the public interest. 
Let me say that the Board of Directors of ITT is fully aware 
of the fact that ABC has a broad and important public responsi- 
bility. Every member of our Board and I personally considered 
this in detail in the course of our Board meetings on this subject 
and we all understand our responsibility to the public. Every 
member of our Board understands fully, I am certain, the pres- 
ent disadvantageous competitive situation of ABC in respect 
to the older two networks, and the future problems that ABC 
will face in proceeding against the stronger positions of the 
older and longer-established networks, both at viewer levels 
and in affiliate and commercial levels. Part of this disadvan- 
tageous position is, as we know, one which is historic to the 
problem of a third and newer network attempting to compete 
with two older networks. Also to some extent and without any- 
one’s fault, it is due in part to the fact that ABC does not have 
the physical plants of the older two networks and the coverage 
of their affiliates, which are capable of reaching larger numbers 
of viewers, one of the serious handicaps that ABC faces. These 
needs have been documented in numerous pleadings which ABC 
has filed with the Commission during the past ten years. 
ITT’s annual consolidated earnings are now approaching 
the $100 million a year level, its present consolidated assets are 
in excess of $2 billion, and the parent alone currently has a line 
of credit in the amount of $140 million with a nation-wide 
group of banks, and cash on hand of approximately $30 million. 
It can create substantial additional long term debt within the 
terms of its most restrictive debt instruments. ITT also has 
available for financing purposes over 1,000,000 shares of Cumu- 
lative Preferred Stock, and will, after completion of the merger 
with ABC, have approximately 2,200,000 shares of Cumulative 
Convertible Preference Stock (Participating) available for fi- 
nancing purposes. In addition the company has in excess of 20 
million shares of authorized but unissued Common Stock. The 
company, therefore, has very large and ample credit and capital 
resources available to it to carry out any projected programs 
of growth for any of its operations or its subsidiaries. These 
financial resources would be many times those available to ABC 
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and insure the ability to support a more rapid program of 
growth in ABC. Any funds derived from ITT corporate financ- 
ing can be advanced to ABC on open account or as additional 
equity capital in the same manner as funds are made available 
to ITT’s other subsidiaries. In the event it proves preferable 
for ABC to do its own direct financing, ITT is prepared to sup- 
port its subsidiary with a suitable guarantee should such be 
necessary or desirable. Such financial support will make it pos- 
sible to free ABC from the vagaries of financial pressures in 
their present third position. It would also enable them to take 
the steps necessary to improve service to the public. 

The merged organization will have a substantial degree of 
diversity which will provide stability for ABC’s operations 
which it does not now have. The benefits of such diversification 
and broad based financial support are evident for example in 
the operations of RCA, AVCO, General Electric and Westing- 
house. It is apparent that the broadcast divisions of these 
broadly diversified companies have not been subordinated nor 
handicapped, but have, in fact, benefitted by the diversification 
of the parent. Experience shows the Commission need have no 
concern on this subject. 

In addition to the financial support outlined above, ITT is 
also prepared and equipped to give substantial technical sup- 
port to ABC in the fields of telecommunications and electronics. 
In 1966 ITT will expend $180 million for research and develop- 
ment work and employs 18,000 engineers. It is a pioneer in 
satellite communications systems as demonstrated by its con- 
tributions to the Relay, Courier and Intelsat programs and the 
recent coverage of the Gemini shots. ITT’s research knowledge 
and scientific advances will help expand and improve ABC’s 
ability to serve its listeners. At the same time, ITT’s association 
with ABC can be expected to stimulate and facilitate still 
further technological achievements by ITT to the benefit of the 
communications industry and the public, as well as ABC. 

The ITT Board of Directors was fully apprised, in the course 
of meetings which preceded ratification of the Plan and Agree- 
ment of Merger, and particularly at the Board meeting of 
April 13, 1966, in which the applications for approval of the 
transfers of ABC’s station licenses were approved, of its respon- 
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sibilities to the Federal Communications Commission and the 
public as the Board of Directors of a parent corporation of a 
licensee of numerous stations operating under FCC rules and 
regulations. It will fulfill all of those responsibilities. 

As Chairman and President of ITT, I can assure you that 
the Board of Directors of ITT, and its designated officers are 
familiar with the statements and representations in the applica- 
tions for consent to assignment of broadcast station licenses 
submitted by ABC on March 31, 1966, and of their responsi- 
bilities to the public and to the Commission. At the meeting of 
April 13, a presentation was made to the Board with regard to 
ABC’s Standards and Policies, and the Radio and Television 
Codes of the National Association of Broadcasters which govern 
the material broadcast over ABC facilities, including the Pro- 
gram Standards, Advertising Standards and Regulations and 
Procedures of both Codes. A review was also made with the 
ITT Board of the ABC Television Network and Radio Net- 
work, and the ABC owned TV and Radio stations, including 
programing policies and procedures for ascertainment of com- 
munity needs and interests, all as set forth in the formal ap- 
plications submitted by ABC. Full documentation on the 
applications as well as summaries thereof were presented to, 
and reviewed by Board members. 

In the case of ABC and ITT we have taken a very unusual 
step in the history of our company in that we are placing two 
members of our Board of Directors on both the Board of Di- 
rectors and the Executive Committee of ABC, and ABC, in 
turn, is placing four directors on the Board of ITT, three of 
whom also will be on its Executive Committee. I think these 
steps alone are sufficient to indicate both the seriousness with 
which we intend to carry out the intentions which I have ex- 
pressed above and the mechanics by which such approvals and 
authorizations would go forward. This interchange of Board 
members and the fact that I personally, together with one of 
our highest executives, will sit on the ABC Board will, perhaps, 
give you further assurance of our intention of carrying out our 
responsibility to the full extent that the Commission desires. 

ABC will operate as a substantially autonomous subsidiary. 
As we have stated in the applications, the broadcasting opera- 
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tions of ABC will be kept separate from other ITT operations 
and the operations of ABC as a licensee will be performed un- 
affected by commercial, communications or other similar inter- 
ests of ITT. 

Let me assure you that to the extent the statements and 
representations in the applications submitted by ABC rep- 
resent promises of future performance by ITT, ITT fully 
accepts the commitments and considers itself bound by such 
statements and representations. As indicated in my letter to 
Mr. Goldenson of March 28, which was approved by the ITT 
Board, ITT does concur in all respects with a continuation of 
ABC policies, and the operational procedures described in the 
ABC Standards and Policies, television and radio programing 
policies and the individually owned stations programing poli- 
cies. As Chairman and President of ITT, acting pursuant to the 
ITT Board’s approval on April 13, 1966 of the applications 
filed, J am authorized to submit these assurances on behalf of 
ITT. 

Very truly yours, 
Haroip 8. GeENEEN 


ITT Exuzsit 1 
ITT PRODUCTS AND SERVICES 


ITT TELECOMMUNICATIONS OPERATING ACTIVITES 
I, RECORD COMMUNICATIONS 


(A) Direct Cable (international) 

(B) Radio Telegraph (international) 

(C) Radiotelephone (Puerto Rico, Argentina, Brazil, Chile, Peru, 
Virgin Islands) 

(D) Press Wireless, Inc. 

(E) Ship-to-Shore Radio Communication 


Il. TELEPHONE COMMUNICATIONS 


(A) Puerto Rico 

(B) Virgin Islands 

(C) Chile 

(D) Lima, Peru 

(E) State of Parana, Brazil 


(1965: Total ITT System Telecommunication Operating Revenues: 
$142,796,000) 
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ITT Propucts anp SERVICES—NorRTH AMERICA* 


I. TELECOMMUNICATIONS EQUIPMENT & SYSTEMS 


(A) Switching Systems: 

(1) Automatic Central Office, Local 

(2) Rural Exchanges 

(3) Special Switching Equipment 

(4) Manual Switchboards 

(5) Automatic Toll Ticketing Equipment 

(1965 Sales: 
ITT Telecom Div.—Switching Dept. $9, 340, 000 
ITT Caribbean Mfg. & Sales. 4, 334, 000 

71, 000 


Total North Am. $14, 545, 000) 
(B) Private Exchanges: 
(1) PABX-Telephone 
(2) PAX-Telephone 
(1965 Sales: 
ITT Caribbean Mfg. & Sales..-.------------ $901, 000 
Jamaica 


Total North Am. 
(C) Audio Communications: 
(1) Subscribers Telephone Sets 
(2) Special Telephone Equipment 
(3) Special Audio Systems 
(1965 Sales: 
ITT Telecom Div.-Apparatus Dept. 
ITT Terryphone. 
ITT Caribbean Mfg. & Sales. 


Total North Am_........ cnacniacanmmasarse $14, 452, 000) 

(D) Transmission Systems: 

(1) Non-Carrier Line Transmission Equipment 

(2) Land Line Carrier-Line Equipment 

(3) Radio Links 

(4) Carrier Terminal Equipment Non-Integrated 

(5) Other Products 

(1965 Sales: 


Total North Am $10, 834, 000) 


*Sales Ogures are for calendar year, 1965. North America operations include Can- 
ada, Puerto Rico and Jamaica, Not included are business operations sold or dissolved 
during 1965. 
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ITT Propucts aND SERVICES—NorTH AMERICA—Continued 
I, TELECOMMUNICATIONS EQUIPMENT & SYSTEMS—Continued 


(E) Broadcast, Point to Point and Mobile Radio Com- 
munications: 
(1) Marine Communications Equipment 
(1965 Sales: 
Industrial Products Division 


Total North Am 


(F) Transmission and Central Processing Equipment for 
Data Communication : 
(1965 Sales : 


ITT Data Services. $5, 258, 000 
256, 000 


1, 035, 000 


Total North Am. $6, 549, 000) 
(G) Telecommunications supplies & miscellaneous : 
(1) Telecommunications Hardware & Supplies 
(2) Telecommunications Systems Projects 
(1965 Sales: 


I. MILITARY & SPACE EQUIPMENTS & SYSTEMS 


(A) Military Communications: 
(1965 Sales : 
ITT Federal Laboratories. $47, 482, 000 
Kellogg-Communications Systems Div-.-. - 23,243,000 
ITT Data Services. 7, 942, 000 
ITT Terryphone ~.---. 


Total North Am $79, 038, 000) 


(B) Military Avionics: 
(1965 Sales : 
ITT Federal Laboratories_______. asta galas Sed 


Total North Am-__--~-------..--....----_. 


(C) Military Missiles & Space: 
(1965 Sales : 
ITT Federal Laboratories_.._____ 


262 


ITT Propucts aNd Services—NortTH AMERICA—Continued 


, MILITARY & SPACE EQUIPMENT & SYSTEMS—continued 


(D) Military Radar: 
(1) Military Radar & ECM Equipments & Systems 
(2) Military Navigational Aids 
(3) Military Support Systems & Components 
(4) Military Spare Parts & Miscellaneous 
(1965 Sales: 
ITT Gilfillan. $35, 919, 000 


Total North Am $35, 919, 000) 
(E) Military Support Systems & Components: 
(1965 Sales: 
ITT Federal Laboratories_.-------------------.- $11, 066, 000 


Total North Am. $11, 066, 000) 
(F) Military Spare Parts & Miscellaneous : 
(1965 Sales: 
ITT Federal Laboratories_____._-------------- $5, 762, 000 


Total North Am. $5, 762, 000) 


UI, INDUSTRIAL AND COMMERCIAL EQUIPMENTS & SYSTEMS 


(A) Instrumentation & Control Systems: 

(1) General Purpose Remote-Control Indication and 
Telemetcring Systems 

(2) Electric and Electronic Test and Measurement 
Instruments 

(3) Mechanical and Physical Test and Measure- 
ment Instruments 

(4) Controlled Systems Accessories 

(1965 Sales: 
Industrial Products Div.. $1, 256, 000 
ITT Industrial Laboratories 190, 000 
Barton Instruments. 11, 764, 000) 


Total North Am $13, 210, 000) 
(B) Navigational Aids: 
(1965 Sales: 
ITT Canada 


Total North Am 
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ITT Provucts aND SERVICES—NoRTH AMERICA--Continued 
III. INDUSTRIAL AND COMMERCIAL EQUIPMENTS & SYSTEMS—continued 


(C) Controls-Industrial & Non-Industrial: 
(1) Actuators & Valves 
(2) Controllers, Transducers, Indicators & Recorders 
(3) Electric Switchgear & Components 
(4) Primary Flow Measuring Devices 
(1965 Sales: 
Bell & Gossett Hydronics_. 
ITT General Controls... 
Hammel-Dahl 


Total North Am 


(D) Heat Transfer Equipment & Components: 
(1) Heating, Air Conditioning & 
Equipment 
(2) Heat Transfer Components 
(1965 Sales: 


Hayes Furnace. 
Bell & Gossett Hydronics. 
ITT Nesbitt. 


Total North Am $42, 889, 000) 


(E) Gas & Fluid Accessories : 

(1) Air Compressors 

(2) Pumps (excluding air service) 

(3) Custom Fabricated Steel Tanks 

(4) Mise. Products 

(1965 Sales: 
Bell & Gossett Hydronics.-_------..---------.. $22, 628, 000 
Marlow Pump. 7, 719, 000 


Total North Am $30, 347, 000) 


(F) Miscellaneous Industrial Equipment: 
(1) Power Equipment 
(1965 Sales: 
Industrial Products Division 
ITT Industrial Laboratories. 


Total North Am 
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ITT Propucts anp SERvIces—Nortn AmeERIcCA—Continued 
IV. CABLE & WIRE PRODUCTS 


(A) Communications Cable (except submarine) : 
(1) Exchange Area Cable & Wire. 
(2) Exchange Cable & Wire. 
(3) Telephone Cords. 
(4) Miscellaneous. 
(1965 Sales: 
ITT Caribbean Mfg. & Sales.---------------- 


Total North Am. 
(B) Wires, Cables & Cords: 
(1) General Purpose Wires, Cables, & Cords. 
(2) Special Purpose Cables & Cords. 
(3) Cord Sets. 
(4) Fuses & Wiring Devices, 
(5) Engineered Multiple Conductor Power & Con- 
trol Cable and Cable Assemblies. 
Engineered Single Conductor Hook-Up Wire 
and Coaxial Cable. 
(7) Engineered Electrical Insulation-Tubing & 
Molded Parts. 
(1965 Sales: 
Royal Electric $20, 744, 000 
Suprenant 14, 792, 000 
Royal Quebec. 


VI. COMPONENTS & MATERIALS 


(A) Selenium Semiconductor Devices: 


(1965 Sales: 
ITT Semiconductors...-.-------------------- $1, 906, 000 


Total North Am. 
(B) Semiconductor Devices (except selenium) and Semi- 

conductor Integrated Circuits: 

(1) Germanium Diodes 

(2) Silicon Diodes 

(3) Transistors 

(4) Semiconductor Integrated Circuits 

(5) Semiconductor Modules 

(1965 Sales: 

ITT Semiconductors. 
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ITT Propucts AND SERVICEs—NokTH AMERICA—Continued 


VI. COMPONENTS & MATERIALS—continued 


(C) Electron Tubes: 

(1) Power Tubes 

(2) Microwave Tubes 

(3) Gas Tubes 

(4) Photoelectric & Secondary Emission Tubes 

(1965 Sales : 
Electron Tube - $6, 999, 000 
Jennings ------ 10, 394, 000 
ITT Canada -.. 355, 000 
ITT Export 369, 000 
Distributor Products Div. 1, 059, 000 


Total North Am. $19, 176, 000) 
(D) Capacitors: 
(1) Electrolytic Tantalum 
(1965 Sales: 
ITT Semiconductors $1, 078, 000 


Total North Am $1, 078, 000) 

(E) Electromechanical Components: 

(1) Industrial Mechanical Keys & Switches 

(2) Counters 

(3) Electrical Connectors 

(4) Miscellaneous 

(1965 Sales: 

ITT Cannon Electric 


Total North Am. 
(F) Miscellaneous Components: 
(1) Modular Assemblies 
(2) Electron Guns 
(1965 Sales: 
ITT Semiconductors 


Total North Am 


VII, SERVICE ACTIVITIES 


(A) Service & Maintenance of Telecommunications Equip- 
ment and Systems, Military and Space Services, In- 
dustrial & Commercial Equipment and Systems, Etc.: 

(1965 Sales: 
Federal Electric Corp 
ITT Henze Valve Service. 
ITT Canada 
ITT Mackay Marine-......-.---.---... euiee eane! 
ITT Export 


Total North Am. 
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ITT Propucts AND SEEVICEsS—NorTH AMERICA—Continued 
VIL. SERVICE ACTIVITIES—continued 


(B) Data Processing & Services: 
(1965 Sales: 
Data & Information System Div. 


Total North Am. 
(C) Reproduction Services & Rentals: 
(1965 Sales: 


Total North Am. 


VIL. OPERATING ACTIVITIES 


(A) Communications Services (Mobile Radio-Telephones, 
Telephone Answering Service, Inter-Communication 
Services, Buglar Alarm Services, Etc.) : 

(1965 Sales: 
ITT Mobile Telephone. 
ITT Terryphone 


Total North Am 


IX. OTHER ACTIVITIES 


(A) Rentals of Equipment & Systems 
(1965 Sales: 
Data & Information Systems Div 
Intelex Systems_______ 
ITT Mackay Marine____ 


Total North Am 
(B) Rentals of Autos & Trucks 
(1965 Sales: 
ITT Avis $79, 926, 000 


Total North Am. $79, 926, 000) 
(C) Consumer Financial Services: 
(1) Mutual Funds 
(2) Life Insurance 
(3) Consumer Small Loans 
(4) Sales Contract Financing 
(1965 Report of ITT Finance Subsidiaries: 
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ITT PrRopucts AND SERVICES—FOREIGN 


I, TELECOMMUNICATIONS EQUIPMENT AND SYSTEMS 


(A) Switching Systems: 
(1) Automatic Central Office, Local 
(2) Central Office Toll Dialing 
(3) Rural Exchanges 
(4) Special Switching Equipment 
(5) Manual Switchboards 
(6) Measuring & Test Equipment 
(7) Miscellaneous Equipment, Apparatus, Devices 
(1965 Sales: 
$252, 308, 000 
5, 699, 000 
Far Wasticsancccowanccuscancccsnsacdsendcous 8, 481, 000 


Total Foreign $266, 488, 000) 
(B) Private Exchanges: 
(1) PABX-Telephone 
(2) PAX-Telephone 
(3) Manual Switchboards 
(4) Special Private Exchange Equipment 
(1965 Sales: 
$65, 961, 000 
1, 391, 000 
Far East... 2, 726, 000 


Total Foreign $70, O78, 000) 
(C) Audio Communications: 
(1) Subscribers Telephone Sets 
(2) Special Telephone Equipment 
(3) Special Audio Systems 
(4) Miscellaneous Products 
(1965 Sales: 
$40, 245, 000 
5, 989, 000 
Way Basteuctcauecsnssscansocnsctensacsupen 3, 472, 000 


Total Foreign. $49, 706, 000) 

(D) Data Peripheral Equipment: 

(1) Teleprinters 

(2) High Speed Printers 

(3) Scrambling Equipment 

(4) Perforated Tape and Card Equipment 

(5) Auxiliary Magnetic Storage Equipment 

(6) Facsimile & Other Ancillary Equipment 

(1965 Sales: 
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ITT Propvors anv SERvicEs—Forrren—Continued 


I. TELECOMMUNICATIONS EQUIPMENT AND sSYSTEMs—continued 


(E) Transmission Systems: 
(1) Non-Carrier Line Transmission Equipment 
(2) Land Line Carrier-Line Equipment 
(3) Radio Links 
(4) Submarine Cable Communications 
(5) Carrier Terminal Equipment Non-Integrated 
(6) Transmission Test & Measuring Equipment 
(7) Other Products 


Latin America. 


Total Foreign- 
(F) Broadcast, Point to Point & Mobile Radio Communi- 
cations: 

(1) Broadcast Equipment 

(2) LF, MF, and HF Point to Point Communica- 
tion Equipment 

(3) Mobile Radio Communication Equipment 

(4) Aviation Radio Communications Equipment— 
Ground 

(5) Aviation Radio Communications Equipment— 
Airborne 

(6) Marine Communications Equipment 

(7) Other Products 

(1965 Sales : 


Total Foreign- 
(G) Transmission and Central Processing Equipment for 
Data Communication: 
(1) Telegraph Direct Switching Systems—Public 
(2) Telegraph Direct Switching Systems—Private 
(3) Store and Forward Systems 
(4) Electronic Data Processors 
(5) EDC Systems 
(6) Telegraph and Data Transmission Equipment 
(7) Integrated Data Systems Projects 
(8) Miscellaneous Interface Equipment 
(1965 Sales : 


$13, 546, 000) 
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ITT Propucts anp SERvices—Forricn—Continued 
I. TELECOMMUNICATIONS EQUIPMENT AND 8YSTEMS—continued 


(BH) Data Systems—Europe: 
(1965 Sales: 


Total Foreign. 
(I) Telecommunication Supplies & Miscellaneous : 


Total Foreign 
Il, MILITARY AND SPACE EQUIPMENTS AND SYSTEMS 


(A) Military/Space Systems—Mivscellaneous : 
(1965 Sales: 


Total Foreign. 
(B) Military Support Systems & Components: 
(1965 Sales: 


Total Foreign. 


IL INDUSTRIAL AND COMMERCIAL EQUIPMENT & SYSTEMS 


(A) Document & Material Handling Systems and General 
Office Equipment: 
(1) Pneumatic Tube Systems 
(2) Mail Handling Systems 
(3) Document Handling Systems 
(1965 Sales: 


Total Foreign. 
(B) Instrumentation & Control Systems : 
(1) General Purpose Remote-Control Indication 
and Telemetering Systems 

(2) Railway Control Systems 

(3) Road Traffic Control Systems 

(4) Alarm Systems 

(5) Closed-Loop Control Systems 

(6) Electric and Electronic Test and Measure- 
ment Instruments 

(7) Mechanical and Physical Test and Measure- 
ment Instruments 

(1965 Sales : 
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ITT Propucrs anp ServICES—ForEIGN—Continued 
III. INDUSTRIAL AND COMMERCIAL EQUIPMENT & SYSTEMS—continued 


(C) Navigational Aids: 
(1) Air Navigation and Traffic Control 
(2) Marine Navigation, Radar and Direction 
Finding 
(3) Miscellaneous Products 
(1965 Sales: 
$23, 237, 000 
Latin America 93, 000 
Total Foreign $23, 330, 000) 
(D) Controls—Industrial & Non-Industrial : 
(1965 Sales: 
$7, 617, 000 
Total Foreign $7, 617, 000) 
(E) Heat Transfer Equipment & Components: 
(1) Heating, Air Conditioning and Refrigeration 
Equipment 
(1965 Sales: 


Total Foreign $2, 199, 000) 
(F) Gas & Fluid Accessories : 


(1) Pumps (excluding air service) 
(1965 Sales: 


$17, 150, 000 
Total Foreign $17, 150, 000) 
(G) Machines, Machine Tools & Miscellaneous Tools: 
(1965 Sales: 
$1, 492, 000 
Total Foreign $1, 492, 000) 
(H) Industrial Equipment—Miscellaneous: 
(1) Specialty Industrial Electronic Measurement 
and Test Equipment 
(2) Power Equipment 
(3) Miscellaneous Equipment 
(1965 Sales : 
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ITT Propucts AND SEEVICES—ForEIGN—Continued 
Iv. CONSUMEE PRODUCTS 


(A) Consumer Electronics ; 

(1) Radio Receivers 

(2) Television Receivers 

(3) Phonographs & Record Players 

(4) Combination Units 

(5) Kits 

(6) Chassis 

(1965 Sales : 
Europe ~~ $135, 509, 000 
Latin America 


Total: Foreignccncccescacscascsccuacecaces $144, 709, 000) 
(B) Consumer Appliances: 
(1) Refrigerators 
(2) Freezers 
(3) Miscellaneous Products 
(1965 Sales : 
Europe $13, 790, 000 


Total Foreign $13, 790, 000) 
(C) Consumer Rentals: 
(1) Television Rentals 
(2) Radio Rentals 
(3) Refrigerator & Freezer Rentals 
(1965 Sales: 


Total Foreign :icncccsesnncswnccudencsaswescu $9, 806, 000) 


Vv. CABLE & WIRE PRODUCTS 


(A) Communications Cable (except submarine) : 
(1) Transmission Cable 
(2) Exchange Area Cable and Wire 
(3) Exchange Cable and Wire 
(4) Interphone Cable 
(5) Telephone Cords 
(6) Special Cables 
(7) Miscellaneous Products 
(1965 Sales: 
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ITT Propucrs anp Services—Fore1on—Continued 
V. CABLE & WIRE Propcucrs—continued 


(B) Submarine Cable—Communication Type: 
(1)' Submarine Cable 
(2) Miscellaneous 
(1965 Sales: 


Total Foreign 
(C) Power Cable: 
(1) Main Power Cable 
(2) Control and Power Board Cable 
(3) Industrial & Domestic Cable 
(4) Miscellaneous Products 
(1965 Sales : 
$13, 570, 000 


Total Foreign $13, 570, 000) 
(D) Wires, Cables & Cords: 
(1) Miscellaneous & Specialty Wires 
(2) Engineered Multiple Conductor Power and Con- 
trol Cable and Cable Assemblies 
(3) Engineered Single Conductor Hook-Up Wire 
and Coaxial Cable 
(4) Miscellaneous Products 
(1965 Sales : 


Total Foreign. 
VI. COMPONENTS & MATERIALS 


(A) Selenium Semiconductor Devices: 
(1) Selenium Devices 
(2) Semiconductor Rectifiers (other than Sele- 
nium) 
(3) Controlled Rectifiers 
(4) Other Semiconductor Devices for Power 
Handling Applications 
(1965 Sales: 
$11, 816, 000 
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ITT Propvucrs anv Services—Fore1Gn—Continued 
VI, COMPONENTS & MATERTALS—continued 


(B) Other Semiconductor Devices and Semiconductor Inte- 
grated Circuits: 
(1) Germanium Diodes 
(2) Silicon Diodes 
(3) Other Diodes 
(4) Transistors 
(5) Semiconductor Integrated Circuits 
(6) Semiconductor Modules 


(C) Electron Tubes: 
(1) Power Tubes 
(2) Microwave Tubes 
(3) Gas Tubes 
(4) Photoelectric and Secondary Emission Tubes 
(5) Other Industrial Types 
(6) Cathode Ray Tubes 
(7) Miscellaneous 
(1965 Sales: 
Europe 
Latin America 


Total Foreign 
(D) Capacitors: 
(1) Paper 
(2) Mica 
(3) Plastic Film 
(4) Plastic-Coated Foil 
(5) Electrolytic Aluminum 
(6) Electrolytic Tantalum 
(7) Miscellaneous 
(1965 Sales: 
Europe $17, 391, 000 
Latin America 


$17, 688, 000) 
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ITT Propucrs anv SERVICES—ForEIGN—Continued 
VI, COMPONENTS & MATERIALS—continued 


(E) Passive Components and Components Materials: 
(1) Resistors 
(2) Piezo-Electric (Crystal) Elements 
(3) Filters 
(4) Inductive Components 
(5) Miscellaneous 
(1965 Sales: 
Europe 
Far East 


Total Foreign 
(F) Electromechanical Components: 
(1) Switches-Telephone Types 
(2) Industrial Mechanical Keys & Switches 
(3) Counters 
(4) Jacks, Plugs 
(5) Motors 
(6) Racks 
(7) Electrical Connectors 
(8) Other Electromechanical Devices 
(1965 Sales: 
$11, 795, 000 


Total Foreign $11, 795, 000) 
(G) Subassemblies : 
(1) Tuners 
(2) Fly-Back Transformers & Deflection Yokes 
(3) Loudspeakers 
(4) Microphones 
(5) Miscellaneous 
(1965 Sales: 
$5, 335, 000 


Total Foreign $6, 508, 000) 
(H) Relays & Electrically Operated Switches & Parts: 
(1) Relays 
(2) Solenoids, Component Type 
(1965 Sales: 
$13, 155, 000 


$13, 155, 000) 
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ITT Propucts aNp SeRvICEsS—ForEIGN—Continued 
VI. COMPONENTS & MATERIALS—Continued 


(I) Components—Miscellaneous: 
(1) Modular Assemblies 
(2) Electron Guns 
(3) Plastic Materials, Parts, Components and Re- 
lated Products 
(1965 Sales: 


Total Foreign. 
VIL. SERVICE ACTIVITIES 


(A) Service & Maintenance of Telecommunications Equip- 
ment and Systems, Military and Space Services, 
Industrial and Commercial Equipment and Systems, 
Ete. : 

(1965 Sales: 


Total Foreign... 


(B) Data Processing & Services: 
(1965 Sales: 


Total Foreign 


VII, OTHER ACTIVITIES 


(A) Rentals of Equipment & Systems: 
(1965 Sales: 


Total Foreign. 
(B) Miscellaneous Product Lines: 


$1, 695, 000 


$1, 695, 000) 
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ITT Exurrr 2 


ITT anp SvupsIvIARIeEs 
PURCHASES FROM ABC, 1964-1966 
1964, NONE 


1965 
Spot Television Ads: 
On ABC owned stations_--.------------------------- $62, 400 


1966 
Spot Television Ads: 
On ABC owned stations...-------------------------- $185, 148 (est. ) 


ITT Exuusit 3 


ITT anv Svssmraries, UNITED STATES TELEVISION ADVERTISING EXPENSE,” 
1965-1966 


1965 


Avis: 
Jan.-Aug., 1966 (actual) $993, 879 
Sept.-Dec., 1966 (est.) 

Alexander Hamiiton Life Ins. : 
Jan.-Aug., 1966 (actual) .-..----------------- 20, 532 
Sept.-Dec., 1966 (est.) 

Hamilton Fund: 
Jan.-Aug., 1966 (actual) 
Sept.-Dec., 1966 (est.) 


Total 1966 (est.) ***$1, 671, 881 


*(Note: No radio advertising was placed. All TV advertising consistse of local spot 
announcements, No network advertising has been placed.) 

**(Of this amount, $62,400 was advertising on ABC owned stations.) 
eatione this amount, approximately $185,148 will be advertising on ABC owned 
stations. 


ITT Exursir 4 


ITT aNp SvpsipraRrEs MEDIA ADVERTISING EXPENSE, 1965 


North America. 


*United States media advertising expense totalled $6,199,000. 
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ITT Exuusit 5 


Executive TURNOVER IN ITT anv SvuBSIDIARIES 


The worldwide business affairs of ITT are guided by more 
than 1,300 executives, most of whom are career men in the ITT 
System. Over 50 per cent of the ITT executives have ten years 
or more of service, and there are a great many with thirty or 
more years of service. 

During the first six months of 1966, thirty-nine executives 
left ITT. Of these, six retired, two died, and thirty-one sep- 
arated for other reasons. This represents a current annual 
controllable turnover rate of less than 5 per cent. Controllable 
turnover was approximately 6.7 per cent for the year 1965, and 
approximately 5.8 per cent for the year 1964. 

A minimum of management turnover has occurred in com- 
panies recently acquired by ITT. Top management turnover 
in the larger companies acquired by ITT in the United States 
since 1961 has been as follows: 

(a) 73 per cent of the chief executives are still with 
ITT, 15 per cent retired, and 12 per cent separated for 
other reasons; and, 

(b) 80 per cent of the second-level key executives are 
still with ITT, 3 per cent retired, and 17 per cent separated 
for other reasons. 


ITT Exursit 6 


Products or services purchased or leased from 1.7.7. 


1963 


Percentazo 
Type of product or of totul of 
service obtained Amount ITT subsidiary ABC subsidiary — such items 
purchased 

by ABC 


$1,910 Avis Rent-A-Car System, Inc.. KGO-TV & AM, 
San Francisco, 
a ABC, Inc., New 
York. 
WBKB-TV, Chi- 


cago. 
KABC-TV & AM, 
Hollywood, 
ABC Films, Inc., 
New York. 
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ExuisiT 6 


Products or services purchased or leased from I.T.T.—Continued 


Percentage 

Type of product or of total of 
service obtained Amount ITT subsidiary ABC subsidiary such items 
purchased 

by ABC 


Car Rental—Con. Avis Rent-A-Car System, Inc. Paramount Gulf 
Theatres, Inc, 
New Orleans, 
Louisiana. 
The Prairie Farmer 
Publishing Com- 
pany, Chicago, 
Ulinois, 
Arizona Paramount Not 
Corporation, Available 
Phoenix, Arizona. 
Connectors ........-.- i KGO-TV & AM, 
San Francisco. 
KABC-TV & AM, 
Io! ‘ood. 
“ ABC, Inc., New 
Yors 
Overseas Cablegrams . Press-Wireless, Inc. .......... . ABC, Ine., New 
York. 
“ “ ITT World Communications, ABC, Inc., Now 
Ine. York. 
Alr Conditioning. .... 3, ITT Bell & Gossett Hydronics Interstate Circuit, 
Division. Ine. Dallas, 
Texas. 
Monitoring Service Press-Wireless, Ine. -. ABC, Inc, Now 
European Conti+ York. 
nent. 
PBX Switchboard ITT Kellogg Communications ABC, Inc., New 
(Cordless) and Systems Division, York. 
Accessories, 


1964 


$7,118 Avis Rent-A-Car System, Inc.. KGO-TV & AM, 
San Francisco. 
a) 16, 089 % ‘6d ke of ABC, Inc., New 
York. 
2,191 WBKB-TV, 
Chicago. 
3,161 KABC-TV & AM, 
Hollywood. 
198 ABC Films, Inc., 


5 


Tri-States Theatre 
Corporation, Des 
Motnes, Iowa. 

The Prairie Farmer 
Publishing Com- 
pany, Chicago, 
TUinois. 
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Exursit 6 


Products or services purchased or leased from I.T.T.—Continued 


Percentage 

Type of product or of total of 
service obtained Amount ITT subsidiary ABC subsidiary = such items 
purchased 

by ABC 


Car Rental—Con. Avis Rent-A-Car System, Ihc... Intermountain 
Theatres, Inc., 
Sult Lake City, 
Utah. 
ITT Cannon Electric Division. KGO-TV & AM, 
San Franeiseo. 
KABC-TV & AM, 
Hollywood. 
“ 7; ABC, Ine., New 
York. 
Overseas Cablegrams. 10,623 Press-Wireless, Inc. ABC, Inc, New 
York. 
“ “ 18,483 ITT World Comiuunications, ABC, Inc., New 
Ine. York, 
Monitoring Service 7,832 Press-Wireless, Inc. ABC, Inc, New 
European Conti+ York 
nent. 


FIRST NINE MONTHS 1965 


Car Rental........-.-- Avis Rent-A-Car System, Inc. KGO-TV & AM, 
San Francisco, 
meee ABC, Inc., New 
York. 
WBEB-TV, Chi- 
cago. 
KQV, Inc., Pitts- 
burgh. 
KAEC-TV & AM, 
Hollywood, 
ABC Films, Inc., 
New York. 
National Auto Renting Co., WEKB-TV, Chi- 
Inc. cago, 
ITT Cannon Electric Division, KGO-TV & AM, 
San Francisco, 
KABC-TV & AM, 
Hollywood. 
ABC, Inc., New 
York. 
ITT Cannon Electric Division... ABC, Inc., New 
York. 
Air Conditioning ITT Bell & Gossett Hydronics ABC, Inc,, New 
Division. York, 
Overseas Cablegrams. Press-Wireless, Inc. ABC, Inc., New 
York, 
“ a ITT World Communications, ABC, Inc,, New 
Ine. York, 
Monitoring Service 889 Press-Wireless, Inc ABC, Inc., New 
European Conti- York. 
nent. 


Notr.—ABC has since contracted with Federal Electric Corporation, an ITT subsidiary, to 
engineer, furnish and install technica] facilities in an ABC television studio. 
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ITT Exursit7 


Products and services purchased or leased by ABC which are of the same or 
similar type of those manufactured or furnished by I.T.T. 


Product or service 1964 


Intercom Equipment (Pur- $14,335 
chases). 


Intercom Equipment (Rental). 15,612 


Connectors. . 


Wire and Cable 


Alr Conditioning Equipment.. 136, 028 


[56] 
Heating and Ventilating Equip- 
ment. 


122, 649 


Auto Rental. 129, 142 


Overseas Cablegrams. 


Monitoring Service European 
Continent. 


First nine 
months, 
965 


Major suppliers 


Radio Corporation of America, Altec Sound 
Service, Rauland Borg Corp. 

New York Telephone Company, Dictaphone 
Corporation (Data-Fax), Comptometer 
Corporation (Electro- Writer). 

Amphenol-Borg Electronics, ITT Cannon 
Electric Division, Harvey Radio Com- 
pany, Inc., Terminal Hudson Electronics, 
Incorporated, Hollywood Radio Electric, 
Sunset Electronics, Yale Radio Electric, 
Milo Electronics Corp. 

Boston Insulated Wire & Cable Company, 
Belden Manufacturing Company, Manor 
Electric Supply Corporation, Ampbenol- 
Borg Electronics, ITT Cannon Electric 
Division, Harvey Radio Company, Inc., 
Newark Electric Co., Valiant Industries, 
L & S Manufacturing. 

Trane Co., Carrier Air Conditioning,, 
Kroeschell Engineering Company, Mat- 
thews Engineering, Governair Corp., 
Sherwood Air Conditioning & Refrigera- 
tion, Clark & Co., Systems Engineering 
Co, Welco Sales, 


Burnomatic Industrial Gas Burner Co., 
Kroeschell Engineering Company, Boiler 
Equipment Company, Systems Engineer- 
ing Co., Air-Con. Engineering Co., 
Matthews Engineering Co., E. A. Lewis. 

Hertz System, Inc., Avis Rent-A-Car Sys- 
tem, Inc., Budget Rent-A-Car N.Y.C., 
Inc., Olins Rent-A-Car System, Inc., 
National Car Rental System, Inc., Empire 
Lincoln Mercury, Inc. 

TBM, Friden, Inc., Monroe International, 
Inc., Royal McBee Corporation, Smith 
Corona Marchant Corporation, Olivetti- 
Underwood Corporation, National Cash 
Register Company. 

Radio Corporation of America, Western 
Union International, ITT World Com- 
munications, Inc., Press-Wireless, Inc. 

Press-Wireless, Inc. 


—_————— 
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ITT Exuuisir8& 


PRODUCTS AND SERVICES MANUFACTURED OR SUPPLIED WHICH 
ARE OF THE SAME oR SIMILAR Tyre TO THOSE MANUFAC- 
TURED OR SuPPLiepD By I.T.T. 


ABC has never manufactured or supplied any products or 
services of the same or similar type to those manufactured or 
supplied by I.T.T. 


ITT Exursit 9 


EquipMENT, APPARATUS, SYSTEM OR Devices MANUFACTURED 
By ABC ror Use IN ITs BusINEsS 


ABC does not manufacture any equipment, apparatus, sys- 
tem or devices for use in its business. 
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ITT Exuzrerr 11 


Principal suppliers and dollar amount of designated equipment purchased by 


Principal suppliers 


(i) Electrical and electronic equipment: 
Radio Corporation of America. 
Solari Corporation. . 
General Eloctric Corporation 
Camera Mart Incorporated... .... 


Century Projector Company 
Microwave Associates, Inc... 


Radio Product Sales Corporation. 

Tele-Tape Productions Incorpo- 
rated. 

Mo Electronics Corp. -.. 


(i) Telecommnnications equipment: 
None, 
(if) Heating and Ventilating Equipment: 
Birnomatic Industrial Gas 
Bummer. 
Boiler Equipment Company. 


[67] 
(iv) Air Conditioning and Refrigeration 


ABC 


Amount 
purchased 


$1, 518, 019 
174,151 
143, 509 
122, 809 


119, 903 
114, 189 


98, 517 
98, 352 


96, 633 
983, 236 
5,004, 932 
Nono 


27,178 


38,914 
10, 565 
6,011 
4,800 
3,310 


First nine months 1965 


Amount 


Principal suppliers purchased 


Radio Corporation of America. $1, 063,694 

Ampex Incorporated. .. 

General Electric Corporation... 

International Nuclear Corpora- 
tion. 

Riker Industries. . . 

Beckman & Whitely Instru- 
ments, 

Norelco Incorporated..... 

Century Projector Corp.. 


262, 824 
209, 040 


143, 884 
137,922 


Tho Grass Valley Group... 
Milo Electronics Corp. 

All Suppliers. 

None..... 


118, 078 
101, 506 
6, 022, 149 
None 


E. A. Lewis_.....-.--. 
Matthews Engineering. 
Systems Engineering..... 
American Standard Boiler Co... 
Mechanical Heat & Cold. 


9, 065 
4,955 
3,744 
2,474 
2,007 


ITT Bell and Gossett Hydron- 
ics Division. 


All Suppliers........ aebecseses ° 


Johnson Service Company. 
All Suppliers... 
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Principal suppliers and dollar amount of designated equipment purchased by 
ABC—Continued 


1964 First nine months 1965 


Amount Amount 
Principal suppliers purchased Principal suppliers purchased 


(vi) Cable and Wire Products: 

Belden Cable Co . Belden Cable Co 
Harvey Radio Company, Inc.... A Manor Electric Supply Corpora- 
Valiant Industries Incorporated... , tion. 
Midway Radio...... a Boston Insulated Wire & Cable 
Progress Electric. Co.. Company. 
Manor Electric Supply Corpora- Valiant Industries Incorporated 

tion. Amphenol-Borg Electronics. ... 
General Electric Co. ITT Cannon Electric Division. 
Electric Supply Co. ry 
Newark Electric Co. 2ece F Harvey Radio pceks Inc.. 
Allied Electronics... aoce Newark Electric Co.. 

Electric Supply Co-_ 


[Excerpt from ITT Exhibit 12(a), R-2] 


SraTeMENT oF Dr. Raymonp J. SAULNIER, PROFESSOR OF 
Economics, BARNARD COLLEGE, COLUMBIA UNIVERSITY 


It is interesting to note that the second largest grouping of 
sales in any one product line—telephone equipment in West 
Germany (SEL Stuttgart )—represents only 6.7 percent of total 
ITT sales. What this diversification of activity means is that 
no grouping of sales in any country outside the United States, 
let alone in any given product line, would be at all close to 
what would be represented by ABC’s revenues, which in 1965 
came to $477 million (broadcasting $362 million; theatres $81 
million; other sources $34 million—z.e., almost 20% of the 
combined revenues. 

It goes without saying that, as they stand, Tables 1 and 2 
give only a limited picture of the actual degree of diversifica- 
tion that marks ITT activities. It would be possible to increase 
greatly the separate product lines shown, as well as the number 
of separate subsidiary companies. Even so, there is no instance 
of sales in a single country outside the United States, let alone 
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sales in any one product line in any one country outside the 
United States, that exceeds 15 percent of ITT total sales. 


[Excerpts from ABC-ITT Proposed Findings] 


[4595] 5.5 Merger with ABC will provide an incentive to ITT to 
engage in research and development which will advance ABC’s 
technology and in which it would not otherwise engage 
(Geneen 513-4, 522-3, 584; Cookson 2836, 2847, 2862, 2872-3). 
In this regard ITT is resolved as an overall objective, to offer 
to ABC technological support which will make its facilities 
comparable with those of NBC and CBS, and thus make ABC 
more competitive with them (Geneen 1982-4, 2044; Cookson 
2861, 2862-3; Geneen letter of July 25, 1966, p. 2). 

5.6. At ABC’s request, ITT has recruited and made available 
to ABC for general technical advice and assistance its Director 
of TV Systems Planning, Mr. Benham (AR 57). Among other 
projects, Mr. Benham has given advice with regard to a hand- 
held color camera and is working on development of a color 
TV to film converter employing a laser system. (Barnathan 
2322; Siegel 2403-6; Benham 2714-8, 2721, 2726-8, 2737-8, 
2747-8, 2779-80, 2791; Cookson 2833, 2855, 2865, AR 42; J 256, 
J 262, J 300, J 324) ITT anticipates that it can give considerable 
assistance to ABC in the automation of its various systems, 
another area in which ABC is disadvantaged compared with its 
network competitors (Cookson 2862; see Barnathan 2314-15). 
ITT anticipates that it can help ABC effect savings in its 
present expenditures on Jong-lines communications (Cookson 
2862). Additional activities which ITT contemplates in sup- 
port of ABC include: high quality, efficient distribution of 
broadband information signals by means of advanced modula- 
tion techniques, such as pulse code modulation; large screen, 
high definition three-dimensional color television; micromini- 
aturized studio and transmission equipment and mobile satel- 
lite terminals to allow convenient coverage of all types of 
dispersed national or international events; and direct radio 
broadcast of hard copy printout, such as newspapers, to the 
home (Cookson 2863-65, 2869-71; J 262). 
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5.7. A key concern of ITT in making ABC competitive is 
to provide technological support to increase ABC’s viewer 
coverage. [4596] Accordingly, ITT has a particular interest 
im advancing UHF ‘technology. (Geneen 513-4, 522-3, 584, 
1941-53, 1982-3, 1986-9, 2060; Benham 2749; Cookson 2836-7, 
2842-6, 2851, 2856-7, 2861-2, 2863, 2868, 2874). In the spring 
of 1966 ITT commissioned a report by the consulting engineer- 
ing firm of Jansky and Bailey which dealt primarily with UHF 
coverage (Cookson 2836, 2856-7, 2874). During the past year 
ITT has made arrangements to import new varactor-diodes 
developed by its European subsidiaries for distribution to all 
interested United States television set manufacturers. This 
new component will substantially increase the ease with which 
a television viewer can tune in a UHF station (Geneen 1943, 
1945; Cookson 2845-6; J 262). ITT has likewise recently 
completed plans for the import into the United States of a new 
UHF transmitter which has been developed by its European 
subsidiaries and which has certain higher-quality performance 
characteristics than transmitters presently on the domes- 
tic market. Tentative arrangements have been made for 
distribution of this transmitter in the United States to all 
interested buyers through the broadcast engineering firm of 
Visual Electronics. (Geneen 1941-43, 1945, 1953; Benham 
2790,. 2800; Cookson 2842-45; J 262) ITT would not have 
endeavored to adapt this improved UHF transmitter for intro- 
duction into the United States, because of the small potential 
market, if it had not been for the prospective ABC merger 
(Cookson 2844, 2863, 2868). 

5.8. If the merger is consummated, ITT intends to undertake 
a comprehensive systems analysis of one or more pilot UHF 
markets to determine the exact nature of the many interrelated 
problems of UHF coverage and utilization and the possible 
means of solving these problems in order to make UHF into 
an effective competitive outlet in the present 1- and 2-station 
markets (Geneen 1943-5; Cookson 2846-7). ITT presently is 
considering technological efforts directed at the following UHF 
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problem areas: ** design of high power transmitting antennas; 
propagation and antenna coverage studies having special ap- 
plicability to site selection and allocation activities of the af- 
filiated stations; filling in shadows which are a particular 
problem with UHF by the more advanced application of re- 
transmission systems; automation and control of UHF station 
operations; development of inexpensive very wide band re- 
ceiving antennas designed to give equivalent performance over 
the whole VHF/UHF spectrum ; and development of anew type 
of foam dielectric cable designed to reduce the transmission loss 
over the whole [4597] UHF band down to that normally ex- 
perienced in low VHF bands (J 262). 


VI. Tus Resuttanr ENHANCEMENT OF NeTworK CoMPETI- 
Trion, ABC’s ProcraMMING AND UHF Broapcastine 


6.1. The Commission’s decision granting the merger appli- 
cation cited three significant public benefits: First, that ITT’s 
larger resources will strengthen ABC’s capacity to compete 
effectively with NBC and CBS; Second, that the merger, with 
the attendant infusion of capital resources, would provide 
tangible benefits in the next several years in such areas as con- 
version to color, new program production facilities and en- 
larged news and public affairs programming; and Third, that 
the merger would help UHF broadcasting, both by strengthen- 
ing UHF affiliates and thereby UHF’s competitive potential 
and by ITT’s commitment to the advancement of UHF tech- 
nology (9 R.R. 2d 12, 23-24). Following is a review of the ways 
in which the proposed merger will accomplish those benefits. 


A. ENHANCEMENT OF NETWORK COMPETITION 


6.2 By associating itself with a company with the substantial 
and diversified resources of ITT, ABC management will be able 
to engage in long-range development and take program risks 
that are beyond the company’s resources as now constituted. As 
described in paras. 4.17-4.21, supra, ABC has immediate cash 
requirements of $37,296,000 to convert its program schedule to 


™In addition to its work facilitating the tuning of television sets to UHF 
and improving UHF transmitters (para. 5.7, supra). 
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full color (para. 4.21). Such conversion is essential if ABC is to 
keep pace with CBS and NBC—both of which are already com- 
mitted to full colorization. Similarly, as discussed in paras. 
4,22-4.38, supra, ABC has an acute immediate need of some 
$72,000,000 to modernize its plant (paras. 4.30, 4.34). Such 
construction of new studio facilities is essential if ABC is to 
have a program production capability competitive with that 
of CBS and NBC. These expenditures are in addition to 
$37,185,000 needed by ABC’s Broadcasting Division to finance 
other capital requirements over the next four years. (AR 3, 
Attachments A and B). Finally, as described in paras. 4.39- 
4.42, supra, the current commitments being made for feature 
film packages and feature film production are well beyond 
ABC’s immediate means. Enormous resources will be required 
to go forward competitively in these program areas to which 
all three networks attach such importance. In each of these 
respects the infusion of ITT resources will permit ABC to keep 
pace with NBC and CBS in this period of rising costs and 
increased financial commitments. 


[4603] C. ENHANCEMENT OF UHF BROADCASTING 


6.18. One of the significant effects of the ABC-ITT merger 
will be to promote the development of UHF broadcasting 
(Goldenson, July 25, 1966 letter, p. 7; Goldenson 107-08; 
paras. 5.8, 5.9, supra). It is evident that ABC has a large stake 
in the success of UHF broadcasting. As heretofore shown, how- 
ever, ABC’s assistance to UHF development through affiliating 
UHF stations rather than sharing a VHF station on a secondary 
affiliation basis involves a major loss in advertising revenues, 
adding to the already substantial losses that are being incurred. 
With ITT resources, ABC will be better able to forego the 
short-term financial advantages of relying upon limited clear- 
ances on high circulation VHF stations in favor of the long 
range development of UHF stations. The attraction of ABC 
programming will also be an important means of inducing the 
public to make the requisite antenna installations and use the 
UHF portion of their sets. Conversely, if the merger is not ap- 
proved, ABC will not be able to look to UHF for a long range 
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solution to its coverage deficiencies (Ibid.; see also Golden- 
son 273, 318-20, 326, 1668). 

6.19. Because ABC, supported by ITT, will be able to place 
greater reliance upon the development of UHF stations as af- 
filiates, all UHF broadcasting will be benefited. In the markets 
where ABC relies upon UHF, those affiliated stations will be 
directly benefited. Other UHF stations in these markets will 
also have the advantage of the UHF acceptance, particularly 
in terms of viewing habits, that ABC programming can bring. 
This general development and confidence in UHF in these mar- 
kets can also be expected to aid the overall development of 
UHF on a national basis. Similarly, as shown, paras. 5.la and 
5.7-5.8, supra, ITT has a particular interest in advancing UHF 
technology in order to increase ABC’s viewer coverage. Such 
technological advancements, while made on behalf of ABC, 
will benefit UHF generally.** 

6.20. Finally, by enhancing the viability of UHF broad- 
casting the merger will help to open the way to a fourth televi- 
sion network—whether such a network takes the form of the 
present three networks or develops as some kind of specialized 
service. This will constitute a tangible step in favor of more 


television service and competition in broadcasting generally. 


[ 4617] * * * * * 
8.20. It should also be noted that the Department's allega- 
tions assume that loss of a single potential entrant such as ITT 
can affect the CATV industry’s alleged “competitive influence” 
on broadcasting. The Department introduced no evidence as to 
the structure of the CATV industry, or the number and strength 
of potential entrants therein, to support its assumption. The 
evidence, however, demonstrates its invalidity. The CATV 
industry is not characterized by a few dominant members of 
a “closed” industry, but rather by “explosive” and “phenom- 
enal” ** growth and relative ease of entry. It has grown from 


“This is but one illustration of the ways in which technological advances 
stimulated by ITT’s affiliation with ABC will benefit the communications 
industry and the public (see paras, 5.4 to 5.6, supra). 

™ See Second Report and Order in Docket Nos. 14895, et al., 6 R.R. 2d 
1717, 1773. 


295 


a 1959 total of 550 CATV systems to an estimated 1,600 sys- 
tems as of 1965 (J 136, p. 2), and with an estimated additional 
1,958 persons applying for franchises as of early 1967.'* Such 
substantial firms as Jerrold Corp., RKO General, Inc., Narra- 
gansett Capital Corp., Meridith-AVCO, Inc., Cox Broadcast- 
ing Co., General Electric, Kaiser Broadcasting Corporation, 
Time-Life, Cowles Communications Inc. and Newhouse Broad- 
casting Corporation are in the industry (J 136, p. 12; TV Fact- 
book, 1966 ed.). There is no evidence that the presence or ab- 
sence of ITT would have a significant competitive effect on the 
CATV industry, generally, or on the industry’s effect (if any) 
on network broadcasting. 


[ 4 572] * * * * * 

4.12. The most significant difference between the two reports 
is that AR 3, Attachment B includes an item of $41,775,000 
for constructing and equipping the New York production cen- 
ter. This item was listed in AR 25A, but, as noted (para. 4.8, 
supra), no dollar amounts were assigned. The $41,775,000 total 
consists of $32,250,000 for construction and $9,525,000 for tech- 
nical equipment. The construction estimate was prepared “in 
consultation with the Diesel Construction Company” and is 
based on a cost of $7 per cubic foot for studio construction and 
$3 per cubic foot for office construction * (Barnathan 2154-55, 
2162-63). The same figures had previously been used by Diesel 
in preparing the $40 million construction estimate for the New 
York development submitted to ABC in January 1966, more 
than a year before the completion of AR 3, Attachment B (AR 
15; see para. 4.7, supra). 

4.13. Other differences between AR 3, Attachment B and 
AR 25A resulted from the following: (a) A decision in No- 


28 Second Report and Order, 6 R.R. 2d at 1773. 

“ ABC's plan calls for erecting a 10-story office building above the pro- 
duction service and studio complex, This is in line with ABC management's 
instructions in July 1966 that a 25-year plan for utilization of the New York 
properties, with adequate office space, is a “minimum basis for starting the 
project” (AR 19, p. 2; Barnathan 2154-55, 2162-63; and para. 4.29, infra), 
and with the earlier recommendation of the Austin Company that a plan 
for the company’s 20-year operating needs should include an office tower 
above the studio buildings (AR 39, Part 2, third unnumbered page). 
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vember 1966 to increase the New York technical center build- 
ing from ten to twelve stories ($890,000) (AR 26, AR 25A, p. 
2); (b) contractor estimates increasing the cost for the New 
York and Hollywood routing switchers which were known in 
November but were inadvertently omitted from the November 
report ($2,250,000) (Barnathan 2168-69); (c) A decision to 
increase the administration building in Hollywood from two to 
four stories due to increased personnel requirements ($950,000) 
(Barnathan 2132-36, 2308); (d) A decision to provide for full 
renovation and colorization [4573] of the Colonial Theater, or 
equivalent substitute, to serve as an off-site live audience 
theater ($2,360,000) (Barnathan 2181-86, 2240); °° (e) The 
receipt of additional information as to requirements of owned 
and operated television and radio stations ($5,076,000), of 
which more than $2,600,000 is projected for the years 1969 and 
1970 which were beyond the scope of AR 25.” 

4.14. The Five-Year Cash Flow Forecast. In February 1967 
ABC completed a consolidated cash flow forecast for the years 
1966 through 1970 which was intended to show the amount of 
money needed from ITT (Siegel 2441). This analysis shows 
that during this period ABC projects its total available cash 
from all sources at $208,850,000 and its total uses of cash at 
$372,720,000, leaving a total cash deficit from operations of 
$163,870,000. ABC’s net cash deficiency after borrowings for 
the period as a whole is $122,370,000, with a peak cash defi- 
ciency projected for 1969 at $85,105,000, plus an additional $20 
million needed for normal working funds. (AR 3) In preparing 
these forecasts, it was assumed that ABC would obtain the 
operating facilities and programs necessary to compete effec- 
tively and would achieve a 15 per cent annual increase in net 


” AR 3, Attachment B also projects $1,800,000 for colorization of the Ritz 
Theater, but early completion of the New York studio complex may obviate 
the need for that expenditure (Barnathan 2187), 

“AR 3, Attachment B assumes that ABC will have to purchase 42 new 
video tape recorders for color at a unit cost of $130,000, although it is pos- 
sible that it may be able to use adapter kits manufactured by RCA which 
cost only $14,000 per unit. Mr. Barnathan has taken the conservative view 
that the machines will have to be replaced since RCA had demonstrated an 
unsatisfactory kit in November after a year and a half of work on the prob- 
lem (Barnathan 2308-09). 
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earnings from operations, a rate of increase that it has not 
maintained historically (Siegel 2417-20; J 270, p. 21; AR 70). 
The optimistic 15 per cent rate was used so that “nobody could 
say we understated our cash position” (Siegel 2419). 

4.15 Thus, ABC faces large and growing capital and oper- 
ating expenditures which cannot be financed from its own cash 
generation. The inability of ABC to finance these require- 
ments through additional senior borrowing and the advantages 
of the merger as compared to large scale equity and/or subor- 
dinated debt financing will be considered below. We turn next 
to the facts relating to the business reasons for the projected 
expenditures. 


[4574] (2) The projected expenditures are dictated by busi- 
ness and competitive necessities. 


4.16. The largest and most significant expenditures shown on 
AR 3 are (a) broadcasting division property and equipment 
expenditures totaling $146,736,000, which includes the com- 
mitted and pending costs of (i) converting existing facilities 
to color and (ii) developing new studio complexes in New York 
and Hollywood; and (b) the projected expenditures of $70 


million for new broadcast program right commitments and 
motion picture investments. These expenditures are dictated 
by the industry-wide trend to color, the obsolescence of ABC’s 
present production plant, and the necessity of providing high 
quality and competitive programming. 


(a) ABC’s Color Conversion Program 


4.17. There can be little doubt as to ABC’s need to convert 
to color. As Mr. Siegel testified, “[TJhe other networks are 
going to be all in color and we had to be also” (Siegel 2493). 
As stated in CBS’s 1966 Annual Report (AR 44, p. 6): 

“The widespread use of color has increased tele- 
vision’s impact as a graphic medium. Color not only 
enhances the quality of programming, but it also greatly 
extends television’s advertising capabilities. Color set 
sales have been close to doubling in volume every year 
since 1962. By the end of 1966, nearly one-fifth of Ameri- 
can homes had color sets.” 
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Originally, it was ABC’s intention to colorize gradually, but 
competitive developments in the spring and summer of 1965 
made this impossible. Specifically, CBS announced to its affili- 
ates in May 1965 that nearly half of its 1965-66 and all of its 
1966-67 prime-time schedule would be in color. Shortly there- 
after, ABC management learned that General Electric planned 
to market a $200 color receiver, which it felt portended a sharp 
increase in the color audience. In light of these developments, 
and with NBC already virtually in full color, ABC’s affiliates, 
its stations, and the ABC Program Department urged man- 
agement to convert to color as rapidly as possible. (Siegel 
2489-94, 2511-13; Barnathan 2290-94; AR 44, p. 6). 

4.18. As a result of the accelerated colorization program, 
ABC appropriated more than $8.3 million for colorization in 
1965, and approximately that amount in 1966, as compared to 
only $882,000 invested in 1964, and a total of only $1,458,075 
from April 1962 through 1964 (AR 55, pp. 2-3; AR 40, Attach- 
ment 17). 

[4575] 4.19. Despite these substantial expenditures, ABC’s 
present color capability does not match that of NBC or CBS. 
NBC is already in full color, including daytime, late-night, 
and news, as well as prime evening hours (Siegel 2490; AR 
43, p. 12); CBS went to color for its evening schedule and 
news in the fall of 1966, and has announced that all regularly 
scheduled programs, including daytime, will be in color by 
the fall of 1967 (Barnathan 2294; AR 44, p. 6). ABC’s evening 
schedule was converted to color in the fall of 1966, and ABC 
news has been in color since January 1967. ABC plans to meet 
the daytime color competition as soon as possible, but this 
will depend on how quickly it is able to complete the conversion 
of existing studios to color (Barnathan 2290; Siegel 2490-94). 

4.20. Since all of ABC’s Hollywood studios and at least six 
of its nine New York studios are in full time use to meet ABC’s 
current program requirements, those facilities or the equivalent 
will have to be colorized before ABC is in a position to offer a 
full color schedule (Barnathan 2094-97). To date, ABC has 
colorized four of its seven Hollywood studios, with a fifth sched- 
uled to be completed by August 1967. Of the two remaining 
studios, one is scheduled to become a rehearsal hall, the other 
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is to be colorized by means of a mobile control room.” In New 
York, only one of ABC’s nine studios has been converted to full 
color (TV-11); a second (TV-1), has been partially colorized; 
and a third (TV—A) is in process and scheduled to be com- 
pleted in July 1967. Thus, to enable it to present a full color 
schedule, ABC’s plans call for colorizing three more of its New 
York studios (TV-2, TV-15, TV-16), plus colorization* and 
renovation of the Colonial Theater, or more modern substitute, 
to serve as an audience theater.” (AR 31, pp. 9-12; Barnathan 
2177-87, 2247-48). 

4.21. While ABC would have preferred to avoid the crash 
program of colorization on which it is now embarked, the pace 
of color development by its competitors did not permit such 
a gradual approach. As a result, ABC cannot wait for its new 
studio complexes to be completed but must proceed with its 
colorization program and must bear the heavy capital costs 
involved. The record shows that as of February [4576] 8, 1967, 
ABC faced expenditures of $37,296,000 for completing colori- 
zation of its existing network and owned and operated 
facilities.“ 


(b) ABC’s Plant Modernization Program 


4.22, ABC faces heavy capital expenditures over the next 
four years for new studio complexes in New York and Holly- 
wood, These complexes have been under study for several 
years, and are needed if ABC is to have modern and centralized 
production facilities comparable in size, flexibility and efficiency 
to those of its competitors (Goldenson 1522-24, 1593). Mr. 
Barnathan, the ABC Vice President responsible for new studio 


Additional color capability will be provided by two new studios to be 
built as part of the Hollywood complex (AR 31, pp. 18-19; Barnathan 
2137-38). ; 

“As noted above, Note 59, although ABC has projected $1,800,000 for 
colorization of the Ritz, it may be able to avoid doing so, in which event 
its projected capital expenditures would be reduced accordingly. 

“This amount consists of all amounts specified in AR 3, Attachment A 
($9,245,000) and AR 3, Attachment B ($28,051.000) for colorization projects, 
including color equipment, major structural renovations required for studio 
colorization, color mobile units, and video tape recorders and special color 
expenditures for the 1968 Olympics and political conventions. 
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development, described the new production complexes as “ab- 
solutely essential,” and went on to testify: “It is essential now 
and it is essential for the future and if we don’t start it now, we 
will never have it in time” (Barnathan 2307, 2310-13, 2291- 
2300). 

4.23. In December 1964, a year before the merger agreement, 
the ABC Executive Committee disapproved further piecemeal 
construction of facilities and authorized $300,000 to be spent 
for preparing designs and plans for the future use of ABC’s 66th 
and 67th Street properties in New York City, and a like amount 
to plan for updating and expanding ABC’s television studios, 
office area, and technical facilities in Hollywood (Goldenson, 
1529, AR 6, 7, 8, 9, J 299). The development of ABC’s plans 
from December 1964 to date are considered for (i) New York 
and (ii) Hollywood, followed by (iii) a series of findings com- 
paring ABC’s present New York and Hollywood facilities with 
those of NBC and CBS. 


(i) New York. 


4.24, The record shows that ABC’s television plant in New 
York dates back to the early days of television. It grew piece- 
meal to meet rapidly changing requirements and is inadequate 
by contemporary industry standards. (Barnathan 2293-94; 
AR 87, p. 1) Only four of ABC’s nine New York studios are on 
its 66th Street site; the others are widely scattered throughout 
the city (Barnathan 2141-42). ABC has only three studios 
larger than CBS’s smallest New York studio; the other six are 
all less than 3,000 square feet and are not suitable for [4577] 
most production purposes (compare AR 13, p. 7 with AR 13, p. 
1, AR 37, p. 3 and AR 88, pp. 9-10). ABC has no New York 
studio larger than 5,332 square feet, and because of insufficient 
size and Jack of audience facilities, none of its New York studios 
is suitable for major live dramatic or musical shows (AR 13; 
Barnathan 2311-12; Goldenson 1522-4). Auxiliary services, 
such as film services, production services, and technical opera- 
tions, are inadequately housed and far removed from the 
studios they service, creating costly problems of communica- 
tion, transportation, and coordination (Barnathan 2141-2, 
2296-8). ABC’s technical support equipment in New York is 
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located in crowded, improperly cooled areas and much of it is 
obsolete and should be replaced by more sophisticated equip- 
ment (AR 39, Austin Plan for N.Y., Minutes of Meetings No. 
6, pp. 1-5; AR 31, p. 23; Barnathan 2141, 2165-6). ABC’s 
news department is dispersed among eight different buildings, 
both on and off the 66th Street site (AR 39, Minutes of Meet- 
ing No. 8, pp. 1-2, 17). 

4.25. Prior to completion of its New York Broadcast Center 
in 1964, CBS had a facilities problem almost identical to that 
now faced by ABC. Its plant, as stated in a CBS brochure, had 
been “installed quickly during the early days of television 
broadcasting and expanded piecemeal to meet changing require- 
ments”. As a result, it was old, widely dispersed, and inefficient. 
CBS management met the problem by authorizing construction 
of a centralized production center, including studios and sup- 
port facilities and services, embodying concepts then being 
applied in the design and construction of new television plants 
The objective was “to bring about a more efficient operation and 
one which is capable of producing a high quality product.” This 
is precisely what ABC is planning to do in New York (AR 37, 
pp. 1-6; Barnathan 2293-95). 

4.26. In April 1965, ABC retained the Austin Company to 
evaluate ABC’s New York properties and develop plans for 
a consolidated production center on the 66th and 67th Street 
properties (AR 39, Part I). Austin found that of fourteen 
buildings on ABC’s 66th Street site, only two were suited to 
rehabilitation, and recommended that the other twelve be de- 
molished as unusable, marginal, or incapable of substantial 
modification (AR 39, Part III A, Evaluation of Existing Build- 
ings). Austin further found that ABC’s operating efficiency was 
being adversely affected by two major factors: the use of “out- 
dated buildings,” resulting in “limited or unoccupied cubage 
and the overcrowding of usable buildings to serve the needs of 
the production operations”; and [4578] “the splitting of func- 
tions, portions of which are presently housed in satellite loca- 
tions, causing difficult coordination and communication which 
results in efficiency loss” (AR 39, Part II, Results). 

4.27. In order to assess ABC’s requirements, the Austin Com- 
pany consulted with staff members of each ABC department. It 
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was advised that ABC-New York required an overall increase 
in floor space devoted to production from approximately 100.- 
000 square feet to 221,890 square feet. With respect to studios, 
the need described to Austin was for thirteen studios and three 
recording-rehearsal halls.“ In addition, Austin was advised 
that ABC needed substantially expanded and centralized tech- 
nical operations and other service facilities (Barnathan 2139- 
42; AR 39, Minutes of Meetings). 

4.28. In June 1966, after studying the problem for more than 
a year, Austin submitted its plan for developing the 66th and 
67th Street properties. While ABC management continued to 
recognize the necessity for a New York production complex on 
that site, it found the Austin approach unacceptable, largely 
because of uneconomic utilization of the land. All of the build- 
ings Austin proposed were six stories or less in height, although 
zoning restrictions would permit much higher buildings, and 
the building proposed for Columbus Avenue, the most valuable 
frontage on the site, was only a three story theater. Further, 
the Austin plan did not provide for an efficient relationship 
among the various ABC departments, and did not leave land 
for future development (AR 19, 20; Goldenson 1532; Barna- 
than 2143, 2271-77; Siegel 2394-97). 

4.29. Upon rejecting the Austin approach, ABC manage- 
ment directed ABC’s engineering and construction depart- 
ments, under the direction of Mr. Barnathan, to develop a new 
design for the 66th and 67th Street properties that would pro- 
vide for ABC’s needs for 25 years. This meant making better 
use of vertical space on the site and [4579] reserving some por- 
tion of it for future use (Siegel 2394-97; AR 19-20). In accord- 
ance with instructions from management, ABC staff engineers 


“ These included, in addition to TV-1, TV-2 and TV-A (which were housed 
in the two usable buildings), a 12,000 square foot theater studio, an 8,000 
square foot audience participation studio, three 5,000 square foot studios 
with twenty foot grid height, one network utility studio of 4,000 square feet, 
two 20 x 40 foot recording halls (which could serve as rehearsal facilities), 
a 5,400 square foot WABC-TV studio (TV-X), a small WABC-TV studio 
and rehearsal hall, and two New York TV news studios of 8,000 square feet 
and 5,000 square feet, respectively (AR-39, Minutes of Meetings No. 13. pp. 
13-6, 13-7; No. 16, p. 6, No. 8, pp. 16-17). It was contemplated that five pres- 
ently used studios (TV-C, TV-11, TV-15, the Colonial and the Ritz) would 
be abandoned. 


303 


set to work in the summer of 1966 to devise a plan that would 
satisfy ABC future production, technical and office space re- 
quirements and still leave room for future development. Begin- 
ning in August. Mr. Benham of ITT participated in these 
studies in a liaison capacity (Barnathan 2142-43, 2276: Ben- 
ham 2718, 2721, 2772; J 256, J 300). 

4.30. The ABC staff gave first priority to the development of 
a technical center and proposed that a ten-story technical center 
be erected on 67th Street directly in back of the proposed studio 
and production service complex (Barnathan 2165-67; J 300). 
Consulting engineers were retained (AR 22), a building permit 
application was filed (AR 23), the plan was later revised to 
provide for a twelve-story technical center (AR 26; Barnathan 
2167), and cost estimates for construction and equipment were 
developed (AR 24, p. 2; AR 25A, p. 2; AR 26). During this 
period, the ABC staff also began to develop its plans for the 
New York production center. As detailed in a status report sub- 
mitted to the ABC Board of Directors on February 13, 1967 
(AR 31), these plans call for a modular series of three studios 
with fully integrated production services built along 66th 
Street, in a position to be serviced by the technical center. 
(Barnathan 2275-7; Siegel 2398-2400). It is also proposed to 
provide ten stories of office space above the studios, in accord 
with management’s objective to provide adequate office space 
and achieve maximum vertical use of the land (Barnathan 
2158-9, 2162-3; Siegel 2395-7). The costs involved in the 
New York production complex, as summarized on AR 3 Attach- 
ment B are $12,855,000 for the Technical Center and $41,755.- 
000 for the Production Plant, including studios, production 
services, and office building. 


[ 5 199] * * * * 
[Excerpts from ABC-ITT Reply Findings] 


2.35. Moreover, the thrust of Mr. Goldenson’s testimony 
was not whether programs were cleared at one particular hour 
or another but the fact that during certain clearance periods 
the sets in use on some occasions were as low as 20% or less, 
in comparison with the much higher levels prevailing when 


278-719—67-———18, 
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the programs are fed live. AR 65 lists numerous prime time 
programs which were cleared at time periods where, accord- 
ing to November 1966 ARB reports for the particular markets, 
the sets in use during the clearance periods were less than 
20%. Included are the following examples: Voyage (Harlin- 
gen-Weslaco, Saturday 4:00-5:00 PM) ; FBI (Abilene, Thurs- 
day 10:30-11:30 PM); Combat (Columbia-Jefferson City, 
Monday 10:30-11:30 PM); Monroes (Waco-Temple, Wed- 
nesday 10:30-11:30 PM); Stage 67 (Springfield, Missouri, 
Sunday 10:30-11:30 PM); and Batman II (Abilene-Sweet- 
water, Friday 5:00-5:30 PM).* 

2.36. From the foregoing, it is obvious that the Department’s 
charge concerning Mr. Goldenson’s statement at page 1619 is 
without foundation. Not only is there no showing that Mr. 
Goldenson did not have a full and proper basis in past experi- 
ence for his statement, but reference to the very exhibit upon 
which the Department relies, coupled with industry figures on 


* AR 65 is based upon the week of April 16-22, 1967. Sets in use percent- 
ages for particular markets are not available for this week. Instead, we 
have used the November 1966 ARB reports for the particular markets. 
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sets in use, discloses that numerous ABC prime time programs 
were broadcast either in the postmidnight period or at other 
times when the sets in use were 20% or less. 


[Excerpts from Department of Justice Proposed Findings] 


[4687] 1.27. A company which owns and operates a group 
of stations in the major markets without network affiliations 
(e.g., Metromedia’s stations in New York, Los Angeles and 
Washington; RKO General’s stations in New York, Los An- 
geles and Windsor, Canada), and which has the economic re- 
sources to do so, would be a likely potential entrant into net- 
working (Goldenson 1679-81). This is because those station 
groups venture into the origination of programming and syn- 
dicate programming (Goldenson 1680-1, 1692). There is a great 
economic incentive for such group owners to originate pro- 
gramming in order to attract audience and then to network 
such programming in order to amortize the cost over a larger 
number of outlets. In addition, the development of a network 
would add a great increment in value to stations in the major 
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markets; in the leading markets, affiliations with existing net- 
works are not available because the networks have owned-and- 
operated stations (Goldin 3034-7, 3077). 

1.28. Absent the merger, ITT’s entry into ownership and 
operation of television stations in major markets would make 
it a likely potential entrant into network broadcasting (Find- 
ing 1.25-1.27, supra). ITT’s experience in the ownership and 
operation of a station group would provide it with experience 
in programming and with managerial talent; there are numer- 
ous sources, apart from the three existing major networks, from 
which programming material and talent are available (See 
Television Factbook (1966 ed.) pp. 28—c to 45-c; Report of A.D. 
Little, Inc. on Television Programming, Procurement and Syn- 
dication, filed in FCC Docket No. 12782). [4688] ITT has 
had within its organization, and can obtain elsewhere, skilled 
personnel with knowledge and expertise in the broadcasting 
industry and in network operations (see Findings 1.5-1.6, 1.19, 
supra). In addition to the economic incentive to expand into 
networking in order to increase the value of its station group, 
ITT would have the capabilities and incentives shown by its 
large financial resources, its skilled management team and con- 
cepts, its experience and resources in the telecommunications 
field and its desire to obtain the revenues, earnings, cash throw- 
off, enhanced “image” and “ancillary marketing benefits” which 
it foresaw from the ABC merger (J232, J238). 

1.29. At the September hearing, Dr. Saulnier presented testi- 
mony that “the structure of the broadcasting industry in the 
United States will be precisely the same after this merger is 
fully consummated as it is at present.” (ITT Ex. 12a, p. 6) 

1.30. The Commission relied upon the above statement in 
its decision of December 21, 1966, par. 26 of which contains 
virtually the same statement. 

1.31. At the supplementary hearing, Dr. Saulnier stated that 
the above statement quoted in Finding 1.29 referred only to 
the number of the existing networks and their primary affili- 
ates in the existing three-network industry structure and that 
he had not considered potential competition or potential indus- 
try structure (797-8). He had not considered the effect of the 
merger upon [4689] potential entry of ITT into broadcasting. 
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(Nor had he considered the effect upon potential entry of ITT 
into CATV, the effect of the merger in retarding certain devel- 
opments in communications technology, or the effect of the 
merger on the advertising market) (781-2, 789). 

1.32. In view of the existence of only three companies in 
the television network broadcasting field, and the public im- 
portance of diversity and competition in that field, the elimina- 
tion of a likely potential entrant into network broadcasting by 
merger with an existing network is likely to have an adverse 
effect upon the structure of the industry. 


[ 4696] * * * * * 

6.53. In August 1966, Benham discovered there was “internal 
disagreement” within ABC about the so-called master plan of 
expansion (J256, Benham 2759-60). Some persons in ABC 
thought that new audience studios were important, while 
others felt that audience studios should be located in theatres 
away from the West 66th St. complex. There was also dis- 
agreement on the appropriate size of [4697] studios, the views 
being expressed in ABC that various studios were too small or 
too large (Benham 2759-60). 

6.54. In August 1966, Mr. Benham believed that ITT should 
give “firm guidance” to ABC with respect to the master plan 
of expansion (J256; Benham 2725, 2761). He actively partici- 
pated in ABC’s facilities planning, attending meetings with 
ABC personnel, and offering his opinions and suggestions (Ben- 
ham 2738-9). He assumes that at some point he suggested or 
stated that it would be a “good idea” for ABC to have an over- 
all facilities status report and plan (Benham 2778). On October 
5, 1965, the first step of the master plan was agreed upon—a 
technical facilities building in the 66th Street, complex (J300). 

6.55. In October 1966, the ABC engineering department pre- 
pared pending project reports listing the total cost of then an- 
ticipated property and equipment projects. One report forecast 
the cash flow expenditures through 1967 (AR24) and the other 
forecast expenditures through 1968 (AR25). This was the first 
time that ABC forecast anticipated cash flow for property and 
equipment expenditures for more than a single calendar year 
(Barnathan 2079). 
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6.56. The major projects anticipated at that time were 
(AR25): 
New York :‘ Coat 
1. New technical building...-...-------------~----~--~---- $9, 800, 000 
2. Colorization of Studios TV-1 and TV-2. 
3. Colorization of 53rd Street Studio (TV-16) 
4. Colorization of Elysee Theatre (TV-15) 
5. Interim Color at Colonial Theatre. 
[4698] Hollywood: 
. New Hollywood technical building. 
. Colorization of Studio D. 
3. Colorization of Studio A. 
. Colorization of Studio B. 
5, Construction of a new network Studio. 
. Addition of two stories to the administration building_-__ 
. Other additions to the Hollywood properties. 
(AR25) 
At that time, the total sum for pending projects was $57,609,900 
of which $32,280,000 was scheduled for 1967 and $23,371,500 
was scheduled for 1968 (AR25). 

6.57. On November 1-3, 1966, a series of meetings between 
the ABC engineering and programming divisions was held in 
Los Angeles, attended by Mr. Benham of ITT. The building 
construction and facilities requirements for the expansion of the 
Hollywood plant were reviewed (J324). The long term program 
plans were fully explored at this series of meetings and a deci- 
sion was made to originate more programs from Hollywood 
and less from New York (J324, Benham 2736, 2737, 2767, 2768). 
The facilities program was adjusted accordingly (J324, Benham 
2737). 

6.58. As late as January, 1967, ABC had not finalized the 
plant expansion program which it now submits to the Commis- 
sion as representing its needs (J257). There is testimony that 
the ABC’s engineering department was directed to prepare a 
final report on expansion plans at an ABC board meeting in 
December, 1966. 
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[ABC Exhibit 34] 
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[5290] BEFORE THE 
FEDERAL COMMUNICATIONS COMMISSION 
Wasuineton, D.C. 20554 


Docket No. 16828 


In the Matter of 
APPLICATIONS BY AMERICAN BroapcasTinc Companies, Inc. 

For Assignment of Licenses of Stations WABC, WABC- 
FM, WABC-TV, New York, N.Y.; WLS-FM, WBKB, 
Chicago, Ill.; KGO, KGO-FM, KGO-TV, San Fran- 
cisco, Calif.; KABC, KABC-FM, KABC-TV, Los An- 
geles, Calif. 

For Transfer of Control of Stations WLS, Chicago, IIL; 
KQV and KQV-FM, Pittsburgh, Pa.; WXYZ, WXYZ- 
FM, WYXZ-TV, Detroit, Mich. 

For Assignments and Transfers of Ancillary Radio Facil- 
ities. 

ERRATA 


Adopted: June 26, 1967 Released: June 27, 1967 


Paragraph 86 of the Commission’s Opinion and Order on 
Petition for Reconsideration, FCC 67-7438, released June 22, 
1967, is corrected to read as follows: 


We have not repeated the substantive discussion in 
the Commission Decision, since the evidence in the 
supplementary record, although in much greater detail 
than previously before us, does not lead us to change 
conclusions previously reached, except as herein spe- 
cified. Accordingly, we affirm our prior Decision herein, 
and supplement and modify it by the addition of the 
findings and conclusions in this Opinion and Order. The 
Memorandum Opinion and Order of the Commission 
entered herein on December 21, 1966, together with 
and as modified by this Opinion and Order, shall con- 
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stitute the Opinion of the Commission. The conditions 
specified in this Opinion are binding on the applicants 
and, therefore, need not be recited in the ordering 
clause. 


FeperaL ComMMUNICATIONS CoMMISSION, 
Ben F. Wapte, Secretary. 


FCC 67-743 


[5291] BEFORE THE 
FEDERAL COMMUNICATIONS COMMISSION 
Wasuincton, D.C. 20554 


Docket No. 16828 


In the Matter of 
APPLICATIONS By AMERICAN BroapcasTInG Companies, Inc. 

For Assignment of Licenses of Stations WABC, WABC- 
FM, WABC-TV, New York, N.Y.; WLS-FM, WBKB, 
Chicago, Il].; KGO, KGO-FM, KGO-TV, San Fran- 
cisco, Calif.; KABC, KABC-FM, KABC-TY, Los 
Angeles, Calif. 

For Transfer of Control of Stations WLS, Chicago, IIL; 
KQV and KQV-FM, Pittsburgh, Pa.; WXYZ, WXYZ- 
FM, WXYZ-TV, Detroit, Mich. 

For Assignments and Transfer of Ancillary Radio 
Facilities. 


OPINION AND ORDER ON PETITION FOR RECONSIDERATION 


Adopted: June 22,1967 Released: June 22, 1967 


By THE Commission: CoMMISSIONERS BarTLEy, Cox AND 
Jonnson Dissenting Wir Separate STATEMENT, 


1. This proceeding involves applications by American Broad- 
casting Companies, Inc. (ABC) for Commission approval of 
assignments and transfers of its licenses for broadcasting sta- 
tions to a new corporation of the same name which will be a sub- 
sidiary of International Telephone and Telegraph Corporation 
(ITT). By a Memorandum Opinion and Order of December 21, 
1966 (Decision) the Commission approved the transfer, with 
three Commissioners dissenting. Thereafter, on January 18, 
1967, the Antitrust Division of the Department of Justice (De- 
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partment) filed petitions for reconsideration, for leave to inter- 
vene, and for a stay of the Commission’s Decision. Opposition 
to the Department’s petitions was filed by applicants. On Feb- 
ruary 1, 1967, the Commission entered an Order on Petition for 
Reconsideration which: (1) permitted the Department to inter- 
vene and made it a party; (2) required the Department to 
specify the issues which it desired to raise and to file copies of its 
proposed exhibits, identification of its proposed witnesses and 
statements of their proposed testimony ; (3) required applicants 
to file such responsive exhibits, identification of witnesses and 
proposed testimony as they [5292] deemed relevant or mate- 
rial; (4) permitted the Department to make a rebuttal filing; 
(5) provided that the Commission would thereafter take appro- 
priate action on the basis of the filings; and (6) stayed the Deci- 
sion of the Commission until action on the petition for reconsid- 
eration or other order. 

2. In response to the February 1, 1967, order of the Com- 
mission the Department filed a Specification of Issues and 
Evidentiary Material in Support of Petition for Reconsidera- 
tion by the Department of Justice. This filing specified six 
issues, identified six proposed witnesses and stated their testi- 
mony, and was accompanied by 260 proposed exhibits. A re- 
sponsive statement was filed by applicants, accompanied by 
5 proposed exhibits. A brief rebuttal was filed by the Depart- 
ment. On March 16, 1967, the Commission entered a Further 
Order on Petition for Rehearing which reopened the record 
herein for the purpose of adducing supplementary evidence; 
designated the matter for hearing upon the issues: (1) To de- 
termine the benefits to the public interest from the proposed 
merger; (2) To determine the detriments to the public interest 
from the proposed merger; and (3) To determine, in light of 
the evidence adduced on the above issues and the entire record, 
whether the public interest will be served by a grant of the 
applications; made the Commission’s Broadcast Bureau a par- 
ty to the proceeding; specified various other procedures and 
time limits to be followed; and provided that upon the closing 
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of the supplemented record it should be certified immediately 
to the Commission for a final decision. 

3. Pursuant to the Further Order on Petition for Rehearing, 
two prehearing conferences were held, a hearing was held be- 
fore the Chief Hearing Examiner of the Commission and an 
extensive supplementary record was compiled. The Depart- 
ment called a total of 26 witnesses, including 2 of those named 
in its Specification, and offered some 364 exhibits, including 
the 260 previously filed with its Specification. The Broadcast 
Bureau called 4 witnesses and offered 51 exhibits. Applicants 
called 3 witnesses and offered 87 exhibits, including the 5 filed 
in its response to the Department Specification, and one wit- 
ness appeared and was heard as a public witness. The record 
of the supplementary hearing comprises more than 3,100 pages 
of transcript. 

4. Following the supplementary hearing the Department 
filed proposed findings, conclusions and argument, totalling 
more than 320 pages; the Broadcast Bureau filed proposed find- 
ings and conclusions totalling more than 150 pages; the appli- 
cants filed proposed findings, conclusions and argument total- 
ling more than 200 pages; and the American Civil Liberties 
Union (ACLU) filed a proposed statement as amicus curiae of 
21 pages. Following these filings, the Commission en banc 
heard oral argument from the parties for two days, compiling a 
further transcript of more than 440 pages. 

5. The extensive proceedings held by the Commission prior 
to the issuance of its Decision are set forth in paragraphs 1 to 
14, inclusive, of [5293] the Decision, and will not be repeated 
here. The chronology of the proceeding prior to the filing of the 
Department’s Petition for Reconsideration is set forth in the 
Order on Petition for Reconsideration of February 1, 1967, and 
will not be repeated here. The proceedings subsequent to the 
filing of the Department Petition have been set forth above. As 
the result of all these proceedings, the Commission now has 
before it a transcript of 4,327 pages, a total of about 550 ex- 
hibits, numerous pleadings and other documents filed in the 
docket of this proceeding, and hundreds of pages of proposed 
findings and conclusions and argument. All of these are included 
in the record of this proceeding. Except for such exhibits and 
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testimony as were specifically excluded or stricken by the Chief 
Hearing Examiner for reasons stated on the record, we receive 
all other exhibits, testimony, documents and evidence offered 
or filed in the docket herein with or since the filing of the appli- 
cations as part of the record herein. We have reviewed all of 
the rulings of the Chief Hearing Examiner and are satisfied that 
he made no prejudicial errors. Although the Commission might 
have ruled differently on particular items of testimony or evi- 
dence, the Chief Hearing Examiner permitted a most wide 
ranging inquiry into all of the facts underlying this proposed 
merger, and neither the Department nor the Bureau was pre- 
cluded from following any significant line of inquiry or offering 
any material evidence. We have examined the entire record of 
the supplementary hearing and are satisfied that no material 
evidence was excluded and that, therefore, no prejudicial errors 
were committed. Accordingly the rulings of the Chief Hearing 
Examiner on all questions of the admission and exclusion of 
evidence are hereby affirmed. 

6. The issue now before the Commission is whether it shall 
affirm, reverse, modify or set aside its Decision in this pro- 
ceeding. 47 USC sec. 405; 47 CFR sec. 1.106. There are various 
rules and principles, deriving from the statutes, the rules, Com- 
mission precedent and judicial authority, relating to the scope 
and character of the showing that must be made and the weight 
of evidence required for reconsideration or reversal of a Com- 
mission action. However, because of the significance and unique 
character of this case, we believe that it should not be decided 
on the basis of technical rules of procedure or burden of proof, 
but that the Commission should consider all the facts and weigh 
all the evidence to ascertain as best it can the present situation 
and the probable future, and should then determine the public 
interest based on such appraisal. Thus we have undertaken to 
decide this case on the merits on the basis of a complete investi- 
gation and inquiry into all of the facts and circumstances and 
have reached conclusions on all of the issues, which conclusions 
we judge to be based upon a clear preponderance of the 
evidence. 

7. The Commission Decision noted that we deemed it appro- 
priate and necessary to give consideration to the competitive 
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factors involved in the situation before us under the “public 
interest” standard, although competition as such was not to be 
considered as the single or controlling reliance for safeguarding 
the public interest. Decision pars. 19, 20. That is the appropriate 
principle and we follow it herein. F.C.C. v. RCA Communica- 
tions, 346 US 86 (1953); Seaboard Air Line RR v. United 
States, 382 US 154 (1965), US (1966); Denver & Rio Grande 
Western RR v. United States, US (June 5, 1967) 35 LW 4531. 
The Department agrees that these are the correct principles to 
guide us, and urges further that: 


[5294] 
“It is customary for regulatory agencies to look to anti- 
trust experience and the criteria developed in antitrust 
cases when they consider competitive issues under broad 
public interest authority.” (Department Brief, p. 17, 
n.5.) 


We agree that this states a proper approach and shall seek to 
apply the criteria drawn from antitrust experience in judging 
the competitive issues presented here. Thus, while we do not 
and cannot decide this as an antitrust case, we shall take into 
account antitrust concepts and criteria in analyzing and weigh- 
ing the competitive factors involved; and we acknowledge that 
the participation of the Department, the extensive and thor- 
ough investigation that it has made, and the evidence that it has 
adduced have been helpful in further defining and illuminating 
the issues relating to competition, as well as other matters re- 
lating to the broader public interest standard. 

8. It is elementary antitrust law that there must be a de- 
termination of the relevant market as a necessary predicate 
to any finding as to the substantiality of an effect upon compe- 
tition. Brown Shoe Co. v. United States, 370 US 294, 342 
(1962); United States v. Philadelphia National Bank, 374 
US 321 (1963); United States v. Penn-Olin Chemical Co., 
378 US 158 (1964): F.T.C. v. Consolidated Foods, 380 US 
592 (1965); United States v. Von’s Grocery, 384 US 270 
(1966); F.T.C. v. Procter & Gamble, US . 18 Led2d 
303 (1967); statement of Assistant Attorney General. Donald 
F. Turner, 35 L.W. 3300. The parties in the present case agree 
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that the relevant market here is the operation of national tele- 
vision networks. Transcript (herein cited as “T”) 3947, 4280. 
The record, and our own analysis, supports this conclusion, 
and we so hold. 

9. This brings us to the first issue raised by the Department, 
its contention that ITT is a “potential independent entrant” 
into the relevant market. There is no contention and there is 
no evidence that any actual competition in the relevant market 
is or would be lessened by the proposed merger, and no signif- 
icant horizontal or vertical market relationship between the 
merging companies has been suggested or shown. This aspect 
was covered in paragraph 21 of the Commission Decision, and 
requires no further discussion. The argument of the Depart- 
ment is that the lessening of potential competition must be 
determined by analysis of market structure and position, and 
that the applicable tests have been developed in antitrust cases 
dealing with the problem of potential competition, which are 
United States v. Penn-Olin Chemical Co., 378 US 158 (1964), 
United States v. El Paso Natural Gas Co., 376 US 651 (1964), 
and F.T.C. v. Procter & Gamble Co., 18 Led2d 303 (1967). 
Accordingly, close examination of these cases is warranted. 

10. In United States v. Penn-Olin Chemical Co., supra, the 
Department brought action to enjoin a joint venture by two 
large chemical companies, Pennsalt and Olin, to manufacture 
sodium chlorate in the southeastern part of the United States, 
which was the relevant market. Penn-Olin was the jointly estab- 
lished corporation. The trial court held [5295] that competition 
had not been lessened because it was not shown that there was 
a probability of both companies, Pennsalt and Olin, entering 
the relevant market. The Supreme Court held that it was error 
to apply as the sole test the probability that both companies 
would enter the relevant market, and that the trial court should 
have considered whether one company would have entered the 
market while the other “remained at the edge of the market, 
continually threatening to enter.” 378 US 173. The Supreme 
Court noted and relied upon evidence that both companies, 
Pennsalt and Olin, had shown a long-sustained and strong 
interest in entering the relevant market, that each had business 
connections with consumers of sodium chlorate in the relevant 
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market, that each had the know-how and capacity to enter the 
relevant market, that each could enter the relevant market at a 
reasonable profit, and that each had “compelling reasons” for 
entering the market. The court noted that “this array of proba- 
bility certainly reaches the prima facie stage,”’ but nevertheless 
did not warrant disturbing the finding made by the trial court, 
and, therefore, the case was remanded to the trial court for 
further findings on the issues posed by the Supreme Court hold- 
ing. Upon remand and further consideration, the district court 
held that the record did not show a “reasonable probability” 
that either Pennsalt or Olin alone would have entered the rele- 
vant market. The court found that it was possible that Pennsalt 
alone might have entered the relevant market, saying, “Any- 
thing is possible.” The court found on the record that this was 
unlikely, that the Department therefore had failed to establish 
by a preponderance of the evidence that as a matter of reason- 
able probability either Pennsalt or Olin would have entered the 
relevant market individually, and therefore it dismissed the 
complaint. United States v. Penn-Olin Chemical Co., 246 
FSupp 917 (DC Del.. 1965). 

11. In United States v. El] Paso Natural Gas Co., supra, the 
Department brought suit against El Paso, a natural gas com- 
pany, for violation of section 7 of the Clayton Act in acquisi- 
tion of Pacific Northwest, also a natural gas company. After 
trial and oral argument, the district court announced from the 
bench, without an opinion, that judgment would be for the 
defendants, and thereafter the court adopted verbatim the find- 
ings of fact and conclusion of law submitted by defendants. On 
direct appeal, the Supreme Court reversed and directed divesti- 
ture of Pacific Northwest by El Paso. The court stated that the 
production, transportation and sale of natural gas within the 
State of California was the relevant market. The court held that 
the sole question presented was whether, on the undisputed 
facts, the acquisition had sufficient tendency to lessen competi- 
tion in that market to constitute a violation of the Clayton Act, 
in view of the circumstances of the case. The court noted that 
the test of anticompetitive consequences to be applied in such 
a@ case, as enunciated in Brown Shoe Co. v. United States, 370 
US 294, is whether the assailed action had the probability of the 
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forbidden result. It said that Congress was not concerned with 
mere “ephemeral possibilities” and did not require certainty, 
but that it did seek to prohibit mergers “with [5296] a prob- 
able anticompetitive effect.” The court summed up the crucial 
facts of the case as follows: 


Pacific Northwest, though it had no pipeline into 
California, is shown by this record to have been a sub- 
stantial factor in the California market at the time it 
was acquired by E] Paso. At that time El Paso was the 
only actual supplier of out-of-state gas to the vast Cali- 
fornia market, a market that expands at an estimated 
annual rate of 200 million cubic feet per day. At that 
time Pacific Northwest was the only other important 
interstate pipeline west of the Rocky Mountains. (376 
US 658-9.) 


The court also set out a number of other important facts, 
including these: Pacific Northwest had entered into a contract 
with El Paso to supply El Paso with 250 million cubic feet of 
gas per day for the California market, and had advised its stack- 
holders that this deal would protect the market of Pacific 
Northwest against future competition and would protect El 
Paso’s California market against future competition. After this 
deal was frustrated by refusal of Federal Power Commission 
approval, Pacific Northwest actually tried to enter the Cali- 
fornia market. It reached an agreement with California Edi- 
son, the largest industrial user in Southern California, to sup- 
ply natural gas to Edison. El Paso succeeded in frustrating and 
terminating that agreement, and thereafter it made arrange- 
ments to acquire Pacific Northwest. The court remarked that 
the natural gas industry is a regulated one with few suppliers 
and few distributor-customers in a given market. It also noted 
that subsequent to the acquisition of Pacific Northwest by 
El Paso two interstate pipelines, previously not as close to the 
California market as Pacific Northwest, had entered and were 
then serving that market. In all these circumstances, the court 
held that the elimination of the competition of Pacific North- 
west, although it was only potential competition in the Cali- 
fornia market at the time of the acquisition, amounted to a 
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probable lessening of competition sufficiently substantial to 
violate the Clayton Act. 

12. In F.T.C. v. Procter & Gamble Co., supra, the Supreme 
Court sustained an order of the FTC requiring Procter & 
Gamble Co. to divest itself of Clorox Chemical Co.. which it 
had acquired, on the grounds that the evidence in the record 
before the Commission was adequate to sustain the Commis- 
sion finding that the acquisition might substantially lessen 
competition. Basing its holding on the record before the Com- 
mission, the court mentioned the following points as signifi- 
cant. The acquisition is not usefully described by the conven- 
tional labels of “horizontal” or “vertical” or “conglomerate,” 
but may most appropriately be described as a “product exten- 
sion merger.” The relevant market was that of household liq- 
uid bleach. At the time of merger, Clorox, the acquired com- 
pany, was the leading manufacturer in the relevant market, 
was the only firm selling [5297] nationally in the relevant mar- 
ket. had 48.8% of the national sales and had been steadily in- 
creasing its market share during the preceding five years. Its 
nearest rival sold only 15.7% of the vroduct in the relevant 
market, and other indicia showed Clorox had even greater dom- 
inance of the relevant market than indicated by its percentage 
share. Procter, the acquiring company, was active in the general 
area of soaps, detergents and cleansers, and was the dominant 
factor in this market area. In addition, Procter was the 
nation’s largest advertiser. As such, Procter receives substan- 
tial discounts from advertising media and enjoys substantial 
advantages in advertising and sales promotion. It can and does 
feature several products in its promotions and advertising, thus 
enabling it to give each product advertising at a fraction of the 
cost per product that a one product firm would incur. Procter’s 
primary product line, packaged detergents, is used complemen- 
tarily with liquid bleach, the Clorox line, in washing clothes, 
fabrics, and in general household cleaning. These products 
are closely related from the consumer’s viewpoint, are low- 
cost, high-turnover items, and are marketed through the same 
channels. The court noted that “Since products of both par- 
ties to the merger are sold to the same customers, at the same 
stores, and by the same merchandising methods, the possibility 
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arises of significant integration at both the marketing and 
distribution levels.” By the acquisition, Procter achieved a 
dominant position in the relevant market quickly. Retailers 
might be induced to give preferred shelf space to Clorox since 
it was a Procter product, and the practical tendency of the 
merger would be to transform the liquid bleach industry into 
an arena of big business competition only, with the few smal] 
firms falling by the wayside. Further, the merger would seri- 
ously diminish potential competition, since prior to the merger 
Procter was the most likely prospective entrant into the rele- 
vant market, and absent the merger would have remained on 
the periphery. On these, and additional facts, the court held 
that the Commission finding of a probability of substantial 
lessening of competition was warranted and ordered the Com- 
mission order affirmed and enforced. 

13. The foregoing antitrust merger precepts will be taken 
into account. We shall also consider discussions of the subject 
such as Turner, Conglomerate Mergers and Section 7 of the 
Clayton Act, 78 Harv. Law Rev. 1313 (May 1965), which 
point up some relevant criteria (e.g., whether the market is 
an oligopoly one; whether the merging firm is at the edge of 
the market and recognized by those in the market as the most 
likely entrant, or one of a very few likely entrants, with bar- 
riers to entry by new companies or other established firms being 
significantly higher; and whether the barrier to entry by the 
firm in question is so high that the price it must expect to 
obtain before it would come in is above the price that would 
maximize the profit of existing sellers). We recognize, how- 
ever, that however helpful such discussions are, the critical 
considerations are the court’s pronouncements and their appli- 
cation to the facts of this case, and specifically, whether ITT, 
absent the merger, was a likely entrant into this market. 
(5298] 14. Turning to the facts of this case, the evidence 
establishes that ITT became interested in acquisition of tele- 
vision broadcasting facilities some time in the latter part of 
the year 1963. Numerous studies of the broadcast industry and 
of individual stations and of group or multiple owners were 
conducted or received by various officials in the ITT manage- 
ment. These studies included stations and groups of stations 
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that ITT might be interested in acquiring as well as groups 
and stations which were apparently included only for back- 
ground information. The studies included financial data on the 
television broadcasting industry generally and on all three of 
the television networks. It is fairly clear from the evidence that, 
as Mr. Geneen, the executive head of ITT testified, ITT was 
interested in making “a sizeable entry” into television or none 
at all. T. 1892. Some tentative inquiries or approaches were 
made to station owners, but no determined negotiations for 
acquisition of television properties were pursued by ITT until 
it began negotiating with ABC. 

15. The studies prepared for ITT emphasized that the tele- 
vision market was limited both by the necessity of securing 
FCC permission to enter and also by the economic limitations 
of network outlets. advertising, and product or programming. 
E.G.. J-196, J-209, J-219. J-238. A study that was presented 
to the ITT Board at the time it considered the ABC acquisition 
stated: “The same station scarcity factors that make ABC’s 
coverage disparity relatively permanent insure that the indus- 
try is closed to a fourth network. * * * As a practical matter 
the number of networks is limited to the present three.” (Roth 
Gerard & Co., report in J-238). The characterization of the 
economic situation in the television network market as a “two- 
and-one-half network market” was well known to ITT man- 
agement. J-219. The responsible officials of ITT testified un- 
equivocally that ITT had no interest at any time in, and no 
intention of. making an independent entry into the television 
network market. This was testified to by Mr. Geneen, T. 1837- 
1838, 2026-2027. Mr. Perry. Executive Vice President and 
Treasurer of ITT, T. 1439, Mr. Kenmore, ITT Vice President, 
T. 1236, and is supported by other testimony and evidence. 
There is a complete lack of any evidence that ITT at any time 
contemplated independent television network entry, and the 
evidence is clear and convincing that it did not contemplate 
such action. We conclude on this record that ITT would not, 
in any event, have attempted independent entry into the tele- 
vision network market. 

16. The Department argues that a company which owns and 
operates a number of television stations in major markets with- 
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out network affiliations, and which has the economic resources 
to do so, “would be a likely potential entrant into networking.” 
Department Findings 1.27. It is known to the Commission, 
both from its own records and publications of which it takes 
official notice, that there are substantially more than one hun- 
dred [5299] so-called “group owners” of television stations, 
many of which are companies of very substantial resources, 
some exceeding those of ITT, and which would be, by this test, 
“likely potential entrants into networking.” See Television 
Factbook—1967 Edition No. 37, p. 109-a, et seq.; Broadcasting 
1967 Yearbook Issue, p. A-159 et seq. Without suggesting any 
inferences as to their competitive intentions or status, we note 
that group owners and operators of television stations include 
such companies as Avco, Capital Cities Broadcasting Com- 
pany, Chicago Tribune-New York News, Chris-Craft Indus- 
tries, General Electric Co., Westinghouse Electric Co., Cowles 
Communications, Hearst, Kaiser, Metromedia, Newhouse, 
Post-Newsweek, RKO General (General Tire & Rubber Co.), 
Scripps-Howard, Storer, Time-Life, and others. 

17. Applying the standards discussed in paragraphs 9-13, we 
believe that this merger does not involve any anticompetitive 
consequences in the relevant market and is not precluded by 
any of the precedents or principles urged upon us. None of the 
elements found by the courts in the cases discussed above to 
indicate a probability of anticompetitive consequences is pres- 
ent in this case. ITT was not at the edge of the relevant market 
or even among the dozen or more most likely entrants into that 
market. It did not have any know-how or capacity in the rele- 
vant market. It had very limited relations with any of the 
customers in that market. It had no compelling reason for 
entering the market. ITT is not dominant in any domestic 
market, and is not in the domestic broadcasting market at all, 
either as a manufacturer of transmitting or receiving equipment 
or otherwise. ABC is not dominant in its market, but, on the 
contrary, is by far the weakest of three network competitors. 
ITT and ABC do not do business in the same manner, in the 
same markets, or with the same customers. ITT will not become 
dominant in any market by this merger, and this merger will 
not give ABC dominance in any market. The merger will not 
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change the nature of competition in the relevant market. Of 
all the criteria stated or used in the authorities discussed above, 
the only one that has any application or relevance to the pres- 
ent situation is that the relevant market is oligopolistic because 
of the economic limitations of the demand for network adver- 
tising, the supply of network product or programming, and the 
technical limitations of network outlets. 

18. Whether or not ITT might have entered the broadcast- 
ting field as the owner and operator of another group of tele- 
vision stations is not pertinent to the matter here under dis- 
cussion.t The record is [5300] clear and convincing that ITT 
did not contemplate, lacked the know-how, inclination and in- 
centive, and would not have undertaken an independent entry 
into the national television network market absent the present 
merger (or merger with another network), and further that 
there are many much more likely independent entrants into 
the television network field. Therefore, under applicable eco- 
nomic and antitrust principles, the merger has no probable 
anticompetitive effects, involving either actual or potential 
competition, in the relevant market. 

19. The second issue is whether the merger will have anti- 
competitive effects in eliminating ITT as an entrant into CATV 
and related activities competitive with broadcasting, and 
whether this would be contrary to the public interest. The ex- 
tent of ITT’s involvement in CATV or in an interconnecting 
CATV network as well as in pay-TV was extensively explored 
during the course of the supplemental proceeding. The evi- 
dence is clear that prior to 1964, Kellogg Credit Corporation, 
an ITT subsidiary primarily engaged in the business of financ- 
ing sales of ITT equipment to independent telephone operat- 
ing companies, advanced construction loans for four CATV 
systems and one microwave common carrier system located in 


‘Despite the Department’s acknowledgment that the relevant market is 
the network television broadcast market, it is urged that ITT might also 
have contributed to the public interest, simply by becoming a group owner. 
But no showing has been made how the substitution of ITT for some other 
group owner (such as Capital Cities, Storer, etc.) would result in any sig- 
nificant benefit to the public interest. The matter of benefit, if any, from 
such substitution of ITT for a present group owner would appear to be 
wholly speculative on this record. 
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warious parts of the country, which loans as of March 1967 
totalled $1.5 million. The evidence is also clear that from late 
1964 through 1965, Federal Electric Corporation (FEC), an 
ITT engineering service subsidiary, embarked upon a program 
of expansion into the CATV business in a finance/service ca- 
pacity, ie. it would lend money through Kellogg to CATV 
systems for construction purposes. 

20. In 1965, FEC became interested in obtaining stock in- 
terests in the companies whose facilities it constructed. Loan 
commitments were entered into with six CATV systems, in 
widely separated locations throughout the United States, total- 
ling as of April 1967 approximately $8 million (T. 975, J-335). 
Although the terms of these commitments were not identical, 
they generally provided for FEC’s receiving as security for the 
loan first mortgages on the equipment involved, pledge agree- 
ments covering all of the stock of the operating company, stock 
warrants (or in some cases convertible debentures) for future 
purchases of the stock in the operating company, or arrange- 
ments covering first refusal rights whereby FEC might pur- 
chase the balance of the stock of the operating company. 

21. While various officials at the operating levels of ITT 
were optimistic and enthusiastic with respect to the potential 
of CATV, the record establishes that there was increasing 
concern by ITT’s top executives in regard to ITT’s involve- 
ment in CATV. On October 27, 1965, Geneen placed Vollbrecht, 
one of his special assistants, in charge of overseeing CATV with 
instructions to report back directly to him. On November 1, 1965, 
Geneen called a general meeting to discuss the many problems 
which were developing from day to day in the CATV field. This 
meeting was held on November 2, 1965, was attended by a large 
group of ITT executives, lasted three or four hours, [5301] and 
resulted in Geneen’s placing a freeze upon FEC’s involvement 
in CATV, i.e., FEC was limited to its existing CATV commit- 
ments pending future review. A CATV Committee was created 
with Vollbrecht as one of its members. On January 5, 1966, a 
recommendation to continue the freeze was made by this com- 
mittee. Geneen accepted this recommendation and the freeze 
has never been lifted. FEC phased itself out of CATV activity 
and turned its unfinished commitments over to a new CATV 
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Division established under Vollbrecht’s authority. At the 
present time, ITT is making efforts to dispose of its interests in 
these systems. 

22. It is the position of the Department of Justice that ITT’s 
interest in CATV would have continued but for the ITT- 
ABC merger, that ITT was interested in the possibility of 
creating a nation-wide CATV network and would have en- 
tered into related fields such as Pay-TV to the point where 
ITT would have provided substantial competition to television 
broadcasting. The Department contends, therefore, that the 
proposed merger is detrimental to the public interest since 
it would eliminate this potential competition. 

23. We believe the evidence of record demonstrates that it 
was the problems which surrounded the CATV industry and 
not the possibility of a merger with ABC which led ITT, on 
November 2, 1965, to impose a freeze on new CATV commit- 
ments. These problems, enumerated by Chasens, FEC’s presi- 
dent, included such matters as the copyright issue, the lease 
back problem with AT&T in connection with pole rentals, the 
need for microwave grants subject to FCC regulation, the slow 
pay back of CATV systems, the fact that there were very few 
exclusive franchises, the possibility of offending customer tele- 
phone companies, the lack of attractiveness of FEC’s financial 
package with Kellogg, the effect of satellite transmission on 
CATV, regulation by state public utility commissions, and the 
possibility of FCC regulation of all CATVs (T. 919-923, J- 
119). 

24. The testimony is clear that during the November 2 meet- 
ing there was no mention whatsoever of ABC. It was not until 
November 16, 1965, more than two weeks after this meeting, 
that Geneen and Goldenson spoke concerning the possibility of 
resuming the negotiations which had been broken off the pre- 
vious February (T. 1587-91). The first serious resumption of 
these negotiations occurred on November 23, 1965 (T. 1810— 
12). 

25. Similarly, it appears that the January 5, 1966 decision 
of ITT’s CATV Committee to continue the freeze was not pre- 
mised on the possibility of a merger with ABC. Vollbrecht’s 
approach to CATV was strictly on its own merits. He never dis- 
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cussed this question with anyone at ABC, never discussed with 
Geneen the effect of ABC on ITT’s operations and plans, and 
did not know or even attempt to ascertain ABC’s position 
[5302] on CATV before the Commission.’ The evidence indi- 
cates that Vollbrecht felt that this was not an activity suitable 
for ITT because in his view CATV systems are fundamentally 
local, nothing can be gained by ownership of several systems, 
each is small, and each requires a lot of management time 
(T. 994). 

26. Nor do we believe there is any substantial evidence to 
support the Department’s position in regard to the possibility 
but for the merger, of ITT’s having created a nation-wide 
CATV network which would have been competitive with broad- 
casting. The Department’s contention is based upon a June, 
1965 “overview” FEC staff memo. But this “think piece” was 
of course discarded by the January 5, 1966 decision, on the basis 
set forth in the prior discussion. Further, there is not only no 
evidence in this record that such a network would be technically 
or economically feasible, but more important, there are very 
fundamental policy obstacles. Such a network would require 
Commission authorization and, as apparently visualized by the 
Department, would run counter to Commission policy as estab- 
lished in our Second Report and Order, 2 FCC 2d 725 et 6eq., 
and the rules promulgated pursuant thereto, particularly Sec- 
tion 74.1107. The future growth of CATV, along the lines sug- 
gested by the Department, is also rendered uncertain by 
copyright developments (see Fortnightly Corporation v. 
United Artists, F. 2d (C.A. 2d)), and may be largely shaped by 


2 Vollbrecht wrote a CATV status report for Geneen in December 1965 
stating, among many other things, “We are aware of the need of cooperation 
with ABC and plan to work out the details of this as soon as our internal 
planning has been completed. We also plan to request their audit of our 
decision to go or no go” (J-126, p. 4). Vollbrecht explained that he would so 
check with any company in the ITT system which would have an interest 
or potential interest in the area and was assuming that ABC would become 
a part of the ITT organization. The reason for the specific check with ABC 
was because of the latter’s expertise in the communications field. Vollbrecht 
stated, however, that he did not feel a present need to cooperate with ABC, 
but only felt this would become necessary when and if ABC became a part of 
the system (Tr. 969-973). This statement is supported by the critical fact 
that Vollbrecht did not, in fact, check with ABC. 
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Congressional enactment. See, e.g., ELR. 2512, 90th Cong., 1st 
Sess. Further, we know that there are hundreds of companies 
engaged in the CATV business, including a number with re- 
sources comparable to those of ITT. This is known to us from 
our own records, but these facts are also available in standard 
publications. See Television Digest, 1967 CATV Log; Broad- 
casting 1967 Yearbook Issue, P. A-122 et seq.; Television 
Magazine, March 1967 issue. The numerous companies now 
engaged in the business are ready, willing and able to expand 
it as fast and as far as they are permitted to do so by Commis- 
sion regulations and orders and economic demand. In the cir- 
cumstances, we believe it unrealistic to suppose that the 
activities of ITT could have any significant effect in expanding 
the role of CATV as a competitor to television network broad- 
casting beyond what it will be without the participation of ITT. 
[5303] 27. We have carefully considered all of the evidence 
on this issue and conclude therefrom that the proposed merger 
has not deterred ITT from entering into CATV or into any 
related activities. Rather, we find that ITT’s decisions in this 
regard appear to have been made independently as business 
judgments. Even assuming that at some future time, the deci- 
sion would be reviewed and reversed by ITT (a very substan- 
tial contingency), there are the further contingencies of estab- 
lishment (1) of a new Commission policy in this area (see 
para. 155, Second Report) and (2) of a new policy in the CATV 
copyright field, permitting the importation of distant signals 
into major markets or combined CATV-wire-pay TV opera- 
tions in such markets. In short, we have multiple contingencies 
in this respect, and when this is weighed with the considera- 
tion that there are other large firms eager and waiting to enter 
this area (see above para.), we find that the detriment to the 
public interest is so speculative as to weigh only slightly, at 
most, in the public interest determination to be made. 

28. The record also fails to demonstrate that ITT had an 
interest in pay-TV which, but for the merger, might have led 
it to enter this field. The major evidence in regard to this mat- 
ter can be found in the statements and writings of Arthur 
Levey, President of Skiatron Electronic and Television Cor- 
poration, which holds a patent upon a pay-TV system. The 
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record indicates that Levey was seeking a financial backer for 
his corporation which had already lost approximately $1 mil- 
lion and whose operations in California had been stopped as 
a result of a referendum which outlawed all pay-TV by wire 
in that state. The testimony of Chasens and Vollbrecht and 
documentary evidence such as Appendix B to the Roth Gerard 
Report (J-238), demonstrate that ITT was never seriously 
interested in pay-TV. 

29. The third issue raised by the Department is whether 
the integration of ABC and ITT will retard the development 
and application of technological innovations which would 
facilitate new entrants into network broadcasting. The techno- 
logical developments of such nature particularly mentioned by 
the Department are applications of satellite communications 
and the development of cable networks. The Department 
argues that ITT is a leading communications technology firm, 
that the large investment ITT will make in present network- 
ing techniques by acquiring ABC will remove its incentive to 
develop new techniques, and that the merger will thus have a 
tendency to retard technological development in the network 
market. 

30. There is no dispute among the parties, the record clearly 
shows, and the Commission is aware that ITT is a large com- 
pany with extensive resources in some fields of communications 
technology, including satellite communications. ITT engages 
in extensive research and development both in the United 
States and abroad in telecommunications and other fields of 
technology, products and services. In this country, ITT is one 
of the principal contractors with and suppliers to Comsat. How- 
ever, in this [5304] country ITT is not engaged in the develop- 
ment, manufacture or distribution of any equipment in the 
field of broadcasting, and ITT has not engaged in or con- 
tributed to the development of broadcasting technology here. 

31. The Commission is well aware, and standard reference 
sources of which we take official notice show, that there are 
literally hundreds of manufacturers of equipment in or related. 
to the broadcast market operating in the United States at the 
present time. This number includes numerous large companies 
such as Admiral Corporation, Ampex Corporation, Bell & 
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Howell, Bendix, Collins Radio, Cornell-Dubilier, Delco Radio 
Division of General Motors, Eastman Kodak, E. I. du Pont de 
Nemours, Emerson Television & Radio, General Electric, 
Kaiser-Cox, LTV (Ling Temco Vought), Lear Siegler, Minne- 
sota Mining & Manufacturing, Motorola, North American 
Philips Philco-Ford, R. C. A., Raytheon, Sylvania (General 
Telephone & Electronics), Texas Instruments, Westinghouse, 
and Zenith, to name only some of the largest, including a num- 
ber that are larger than ITT. There can consequently be no 
claim that ITT is one of only a few manufacturers in, on 
the edge of, or capable of contributing to technology in the 
broadcasting field, or related fields. In addition, the record 
makes clear that the basic technology of satellite and cable 
communication is well known, and that many companies are 
quite capable of developing and producing equipment for which 
there is a market demand. 

32. As recognized by all those who testified as experts on 
this subject, the use of satellite and cable techniques for broad- 
cast transmission and dissemination raises broad social, eco- 
nomic and political problems, some of which are now under 
consideration in Congress and before the Commission. These 
issues will be resolved by the decisions made by Congress and 
the Commission, and not by the entry or lack of entry into 
the field of any single company. 

33. We note also that most of the important work and 
significant technological advances have been the product of 
large companies with broadcasting interests, of which RCA has 
been the foremost. See W. Rupert MacLaurin, Invention and 
Innovation in the Radio Industry (M. I. T. Studies of Innova- 
tion, Macmillan 1949); T. 3990 et seq. NBC is, of course, a 
subsidiary of RCA, and CBS also has a laboratory division 
which engages in research and development of new technology 
and products in the field of broadcasting and which produces 
equipment both for CBS and for sale to other broadcasting 
stations. ABC is the only one of the three television networks 
without research, development and manufacturing facilities 
in its own field. ABC by itself is not in a position to secure 
substantial research and development work in the field: of 
television technology, either through establishment of its own 
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research facilities or from some other company for which it is 
merely a prospective purchaser of equipment. The detailed 
financial data regarding the ABC television operation which 
were introduced into the record, examined and analyzed at 
length, and which are [5305] discussed below, make this 
abundantly clear. As a result, ABC has secured most of its 
broadcasting equipment from RCA and is dependent upon 
RCA, or other suppliers, for its equipment and technology. 

34. Prior to the merger agreement, ITT had not engaged in 
the manufacture, sale or distribution of any broadcast trans- 
mission or receiving equipment in the United States. The fact 
that ITT has not entered the broadcast equipment market in 
this country and that much of the telecommunications market 
involving telephone equipment is virtually closed to ITT by 
reason of vertical integration of operating and manufacturing 
companies indicates that the economic incentives to enter this 
market do not exist in the absence of the proposed merger. 

35. The testimony of ITT officials, the exhibits, and the 
actions taken by ITT since the merger agreement are persuasive 
that merger with ABC will provide ITT with an economic 
incentive to engage in research and development of technology 
and manufacture of some equipment that will be of use to ABC 
and will help to keep ABC in the forefront of technological 
development in the field. For example, the immediate problem 
of ABC with respect to audience coverage arises in substantial 
part from the fact that there are a number of markets (18 out of 
the top 100, plus many more in the smaller markets) in which 
there are only two VHF stations. As the older and stronger net- 
works, NBC and CBS have a substantial advantage over ABC 
both in station affiliations and in clearance of programs in mar- 
kets with two dominant stations. The spectrum allocation is 
such that it is not possible to assign additional VHF channels 
to these markets. However, a large number of UHF channels 
are available and it is anticipated that ultimately there will 
be three or more television stations—including both VHF and 
UHF—in all major markets. But with present technology and 
equipment the VHF stations generally have a wider range of 
reception, are more easily tuned on a home receiver, are more 
economical to operate, and have other operating advantages. 
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Therefore, the hope of providing three full television network 
services to all major television markets depends upon the devel- 
opment of UHF technology so that UHF transmission and 
reception is equal to VHF in all significant respects. 

36. This fact has been recognized by both ABC and ITT and 
both have pledged efforts to improve and develop UHF tech- 
nology and to utilize UHF station outlets for ABC where that 
is practical. These statements are not mere pious declarations 
of good intentions but represent some very specific promises and 
proposals, which obviously serve the economic interests of the 
parties. A memorandum by the ITT Technical Director dis- 
cussing the problems of UHF lists the following projects as 
technological tasks which ITT can undertake to help solve the 
problems of UHF and of ABC coverage: 

(a) The substitution of high power solid state devices for the 
present transmitting systems; 

[5306] (b) The design of cheaper and more efficient very 
wide band receiving antennas which will operate over the whole 
VHF/UHF spectrum; 

(c) The unprovement of UHF coverage by the application 
of technical know-how to transmitter site selection; 

(d) The improvement of technology to fill in UHF shadow 
areas and to provide improved UHF translators; 

(e) Automation of transmitting equipment to help reduce 
UHF transmission costs and thus help to equalize it economi- 
cally with VHF; 

(f) The development of a new type of foam dielectric cable 
which will reduce the transmission loss over the whole UHF 
band down to the levels of the VHF band; 

(g) The development of a complete set of components which 
will provide television receivers with electronic tuning and give 
identical performance for all VHF and UHF stations, with 
push button tuning for all stations. 


The memorandum claimed that ITT had completed the design 
of the varactor diodes, which are the tuning elements in the 
system, and that it is the only company making varactors with 
adequate performance over the whole frequency band. J-262. 
The memorandum also stated that the ITT laboratories would 
be used to solve many of the other immediate problems of ABC 
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and to provide technical know-how to help lead broadcasting 
into such possibilities as direct television broadcasting from 
satellite to home, utilization of modulation techniques, such as 
pulse code modulation, the development of large screen, three 
dimensional television, microminiaturization of studio and 
transmission equipment to allow convenient coverage of all 
types of dispersed news or national events, and the develop- 
ment of techniques of broadcasting hard copy printouts, such 
as newspapers to the home. 

37. Based on the past and present state of the market situa- 
tion in broadcasting and related fields, there is little, if any, 
likelihood that ITT will develop new technology or products 
for the American broadcasting market if it is prevented from 
engaging in this merger, whereas it will have a strong incentive 
to undertake technological research and development in these 
fields if it is permitted to merge with ABC. Considering also 
the technological and financial capability of ITT, which all 
parties concede, and the specific projects and tasks which it 
has already initiated or planned in order to meet the techno- 
logical problems of ABC and to advance the technology of 
broadcasting in anticipation of this merger, we conclude that 
the merger will greatly strengthen ABC technologically, will 
produce increased research and technological development, in 
this field by ITT and thus will result in significant and impor- 
tant technological advances that the American public might 
[5307] otherwise be denied. We further stress that representa- 
tions by ITT of technological development in the UHF field 
are regarded as binding, for the critical period ahead, and we 
have conditioned our action today to assure their effectuation. 

38. From the viewpoint of competition in technology, it 
seems apparent from the record that the merger will result in 
the entry of ITT into the market of broadcasting equipment 
and technology in this country for the first time. Thus the 
merger will bring additional and increased competition to the 
technical side of the television broadcast market. It is impos- 
sible to determine from this record, and no doubt the parties 
themselves cannot predict with any assurance, how far ITT will 
enter the American market for broadcast equipment. However, 
in the UHF field, that entry must be substantial (see par. 37. 
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supra), and any entry by ITT into this market will bring an 
additional competitor and an increase in competition. Conse- 
quently, with respect to this aspect of the case we conclude 
that the evidence permits no conclusion other than a benefit to 
the public interest, however viewed, from the proposed merger. 

39. The fourth issue is raised by the Department’s conten- 
tion that the proposed merger is likely to eliminate the inde- 
pendence of ABC in regulatory proceedings and commercial 
situations. The Department argues both that the ITT form of 
organization will prevent ABC independence and that the 
interests arising out of the relationship will preclude an inde- 
pendent position by ABC. 

40. The evidence supports the conclusion that the ITT orga- 
nization generally operates with centralized controls, particu- 
larly in financial matters, over the ITT subsidiaries. An over- 
simplified description is that ITT subsidiaries operate through 
their own officials, or line personnel, but are subject to coordi- 
nation or supervision by ITT staff officials who intervene be- 
tween them and the top ITT executives. However, the evidence 
is clear and uncontroverted that the usual relationship between 
ITT and its other subsidiaries will not be the pattern for the 
relationship between ABC and ITT. ITT recognizes and em- 
phasizes that its relationship to ABC will be “unique,” and the 
officials of both companies have undertaken to establish a rela- 
tionship based upon contract between the parties and upon 
explicit representations and assurances to the Commission to 
insure the independence of ABC after the merger. In the light 
of these circumstances, the relationship between ITT and its 
other subsidiaries is not controlling or particularly significant, 
and it becomes necessary to examine the proposed relationship 
between ITT and ABC. 

41. After the merger, the membership of the ABC Board 
will remain the same with the addition of two ITT officials, 
Mr. Geneen and Mr. Perry. The ABC Board will then number 
16. The ABC Executive Committee will be [5308] expanded to 
seven by the addition of Mr. Geneen and Mr. Perry. The pres- 
ent ITT Board of 16 will be increased by four; two of whom 
will be Mr. Goldenson, President of ABC, and Mr. Siegel, Exec- 
utive Vice President of ABC, plus two more ABC Directors des- 
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ignated by ABC and approved by ITT who are not employees 
of ABC. The ITT Executive Committee of 10 members will 
be expanded by three to include Mr. Goldenson and the two 
ABC Directors designated by ABC. The contract of merger 
provides that the members of the ABC Board, Executive Com- 
mittee and management, as constituted immediately after the 
merger, will be maintained for a minimum of three years, ex- 
cept in the event of refusal or inability of an individual to 
serve, or unless there is material deterioration in the business or 
financial position of ABC in relation to the broadcasting and 
theater industries. It is intended that the arrangements be- 
tween ABC and ITT will continue indefinitely although the 
contractual obligation is for three years. 

42. After the merger, seven of the 16 members of the ABC 
Board will be directors of both companies and officers of one 
or the other; and nine members of the ABC Board will be 
“outside” or “independent” directors who are not employees of 
either company. The Broadcast Bureau suggests that the addi- 
tion of two of these independent directors of ABC to the ITT 
Board will result in the ABC Board having nine members who 
are affiliated with ITT and thus having less than a majority 
of independent directors. However, we believe that adding two 
of the ABC independent Board members to the ITT Board 
does not compromise the independence of such directors. The 
independence of these Board members derives from the fact 
that they are not employees of either company, that they are 
not involved in the day to day operations of either company, 
that they have independent business status and associations 
outside either company, and thus that their judgment as direc- 
tors will have a freedom and freshness that may be different 
than the viewpoint of corporate executives or employees. The 
fact that two of these independent directors will become famil- 
iar with the overall problems of both companies will not impair 
their independence, and they may have added prestige and in- 
fluence as members of the ITT Board which may serve to 
enhance the independence of ABC. Moreover, we know as a 
matter of common knowledge and experience with such orga- 
nizations, that matters of major concern to companies of this 
kind are not resolved by a bare majority of votes on the Board 
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of Directors. Generally, as was repeated throughout the testi- 
mony, the answer to particular problems is dictated by the 
facts ascertained by those charged with responsibility for deci- 
sion. Where the facts do not show a conclusion clearly enough 
to secure a consensus among the directors, prudence in dis- 
charging the fiduciary duties of the directors would suggest the 
necessity of securing further information before reaching a 
conclusion. 

43. With respect to the consideration of specific problems 
and matters it was clear from the testimony of both Mr. Gold- 
enson and Mr. Geneen [5309] that they are in complete agree- 
ment as to the desirability of full cooperation, and intend and 
expect to maintain such a realtionship that problems will be 
resolved by investigation, consideration and agreement. The 
ABC budget is regularly and automatically considered and ap- 
proved by the ABC Board, and this will continue. Only extraor- 
dinary expenditures, such as expansion of ABC into a new 
field or expenditures of tens of millions of dollars for new fa- 
cilities, would be referred to the ITT Board. In any event, there 
will be no group executive between ABC and the ITT Board, 
and the President of ABC and other members of the ABC 
Board will have direct access to the ITT Board. The testimony 
of all those involved is clear that ordinary ABC operations will 
continue to be conducted and directed by the ABC organization 
as at the present, and that only extraordinary matters will be 
referred to the ITT Board. Common sense and common know]- 
edge of corporate organization and operations tell us that a 
Board of Directors of an organization such as ITT cannot and 
will not be concerned with matters of detail or with supervision 
of business operations. Consequently, the form of organization 
which will be adopted which permits ABC to operate subject 
only to supervision by the ITT Board is some assurance that 
ABC will continue to operate with a substantial degree of 
autonomy. 

44. The relationship between ABC and ITT and other sub- 
sidiaries of ITT with respect to possible areas of conflicting 
interest was stated in writing in an ITT Policy Guide issued 
November 1, 1966. AR-4. This policy statement may have par- 
ticular significance since it was issued after the first Commis- 
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sion hearing and before there was any intimation that the 
Department might seek to intervene in the Commission pro- 
ceeding or challenge the proposed merger. Thus this policy 
statement does not appear to have been formulated or issued 
with any view to its evidentiary effect in these or other pro- 
ceedings. The policy of ITT with respect to ABC activities 
in this field is stated as follows: 

The network and broadcasting operations of ABC 
shall be kept separate from other ITT operations and 
shall be carried out by its duly appointed officers and 
employees whose performance will be measured solely 
on the basis of the results of those operations. The opera- 
tions of ABC as a broadcast licensee shall be performed 
unaffected by commercial, communications, or other 
similar interests of other ITT system companies or 
groups. Thus for example, if in the opinion of ABC 
management, charges proposed for communications 
services by ITT World Communications, Inc., are sub- 
ject to protest to the FCC, such protest shall be filed and 
vigorously maintained until disposed of by the Commis- 
sion. Similarly, ABC shall independently determine its 
position on particular satellite or other communications 
[5310] questions and present its views to the FCC as 
to how the Commission should resolve such issues, and 
any other interested ITT System company or group 
shall similarly formulate and present its views to the 
FCC or to other Governmental bodies or agencies con- 
sidering the question without regard to the interests 
of ABC as a broadcaster. 

As a matter of record in this proceeding, ITT committed it- 
self to advise the Commission in writing in advance before 
any change is made in the policy statement regarding the re- 
lationship between ABC and ITT of which the foregoing is a 
part. T. 3285. The Commission is relying on the policy state- 
ment of ITT regarding ABC issued November 1, 1966, in its 
consideration of and action upon these applications. In view 
of all these circumstances the Commission concludes that it 
may reasonably rely upon this statement as a statement of the 
independence of ABC in these matters. 
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45. In any event, even were we to assume, arguendo, that 
ABC will not operate with the claimed degree of autonomy over 
the long run (or in the coming years), that consideration does 
not raise the spectre of substantial detriment to the public in- 
terest. The top management of ITT is of such character and 
ability that their participation in ABC’s important policy dis- 
cussions will be a plus, not a minus, And while there would be 
countering adverse consequences, analysis shows that they are 
not of a substantial nature. The issue raised by the Depart- 
ment with respect to ABC independence is stated in terms of 
independence in regulatory preceedings and with respect to 
commercial bargaining. However, all of the specific matters 
referred to in the argument concern matters, such as common 
carrier rates, which are subject to determination by the regula- 
tory action of this Commission. In the Commission Decision 
we noted the possibility of conflict between the broadcasting 
interests of ABC and the common carrier interests of ITT. The 
Decision pointed out that such conflict related only to inter- 
national operations, since ITT is not a domestic common car- 
rier, and that the overwhelming proportion of a domestic net- 
work’s common carrier usage is domestic, not international. On 
consideration of all the factors involved, the Decision concluded 
that there might be an area of conflicting interest. Decision 
par. 37. Based upon the supplementary record and proceedings 
we agree that there is a possible area of conflict. But any detri- 
ment here to the public interest is not of a major nature because 
of the small area of conflicting interest. 

46. The Department now argues also that in some general 
way ABC may be limited in seeking technology, equipment 
and services. The Department asserts that, “. . . if large users 
of communications technology are integrated with technology 
firms, the result will be a lessening of competition in impor- 
tant areas of research and development related to broadcast- 
ing.” Department Brief p. 52. One answer to this argument is 
that the experience of the past is clearly to the contrary. The 
advances in broadcasting and communications technology in 
this country have becn [5311] made by firms which were in- 
tegrated organizations of communications operating firms and 
research and manufacturing enterprises in communications 
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technology. The Department itself has accepted this view by 
its course in the telephone field. By consent decrees and other 
action or inaction indicating acquiescence, both over the years 
and during the period of pendency of this proceeding, the De- 
partment has permitted the telephone research and equipment 
manufacturing industry to be integrated with the telephone 
operating companies in this country to a degree that forecloses 
well over 90% of the market to any entry by an “independent” 
company, such as ITT. This market is vastly larger than the 
market for broadcasting equipment and technology, yet, as 
previously pointed out, there is a considerable amount of com- 
petition left in the broadcasting equipment field, which will be 
increased, rather than decreased by the proposed merger in 
the circumstances disclosed by this record. 

47. No other situation is suggested by the Department, dis- 
closed by the record, or occurs to us in which there is likely to 
be any conflict between the interests of ABC and ITT in a 
commercial situation. The record makes clear that all ITT 
subsidiaries are expected to purchase equipment. supplies, 
technology and services where they can do so most economically 
and efficiently from the viewpoint of their own operations. 
without regard to other ITT affiliates. The specific independ- 
ence of ABC in this respect is included in the policy statement 
referred to above. In all other matters that are of immediate 
and direct concern to this Commission and the public interest 
it appears that the interests of ABC and ITT will coincide 
rather than conflict. It is clearly to the interest of both com- 
panies to have a strong, efficient, economically operated and 
technologically advanced television network. Neither company 
can afford to permit ABC to lag behind in utilizing whatever 
advanced technology may be developed. Indeed, one of the 
most important aspects of the proposed merger is that it will 
permit ABC to cope with advancing technology and maintain 
a competitive position which it might be unable to do other- 
wise. The assurance of financial strength and stability and the 
availability of strong and extensive research and technological 
capabilities are likely to strengthen the independence of ABC 
in commercial situations, as compared with its present position 
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of dependence upon its competitors for technology and equip- 
ment. 

48. The fifth issue raised by the Department is the conten- 
tion that the merger is likely to create obstacles to competition 
in the television advertising market—presumably the national 
network television advertising market, since that has been 
recognized by all parties as the obviously relevant market. The 
Department argues that the potential effects of the merger in 
the field of television advertising may be through “the fore- 
closure of ITT’s advertising expenditures and the foreclosure 
of television advertising placed by ITT’s suppliers.” Depart- 
ment Brief p. 53. This is explained to mean that ITT subsidi- 
aries may be induced to place their advertising with ABC, 
rather than with some other television network, [5312] and 
that the “merger also gives rise to the opportunity for substan- 
tial reciprocal dealing between ABC and the suppliers of ITT.” 
The Department argues that “no coercive reciprocal program 
need be adopted” by the parties and that a “market structure” 
which gives rise to an opportunity for reciprocal dealing creates 
sufficient anticompetitive effects to condemn the merger. 

49. The Department relies upon three cases as legal authority 
for its position on this issue. These are F.T.C. v. Consolidated 
Foods Corp.. 380 US 592 (1965), United States v. Ingersoll- 
Rand, 320 F2d 509 (CA 3rd 1963), and United States v. Gen- 
eral Dynamics, 258 FSupp 36 (SD NY 1966). Each of these 
cases contains dicta which can be quoted to support the argu- 
ment of the Department. However, these dicta are, as in all 
cases, uttered by the courts in the context of the facts before 
them in the specific case, and examination of these cases shows 
that none of them is apposite or even closely similar to the sit- 
uation before us. In the Consolidated Foods case the Supreme 
Court held that the evidence sustained a finding by the FTC 
that the merger of a company engaged in the manufacture and 
sale of food in the United States market with a company manu- 
facturing dehydrated onion and garlic in this country violated 
Section 7 of the Clayton Act. The court said that the reciproc- 
ity made possible by the merger was one of the anticompetitive 
practices at which the antitrust laws were aimed. The court 
held that the evidence of reciprocal dealing was plainly sub- 
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stantial, that the industry structure was peculiar, that reciproc- 
ity was tried over and over again by the merged companies and 
that it worked. The court also warned, “The ‘mere possibility’ 
of the prohibited restraint is not enough . . . Probability of 
the proscribed evil is required, as we have noted.” 380 US 598 
(Emphasis in original.) 

50. United States v. Ingersoll-Rand, supra, was an appeal 
from an interlocutory injunction against consummation of a 
merger prior to trial on the merits. The Court of Appeals sus- 
tained the interlocutory injunction. It noted that the prelimi- 
nary showing was that the acquisition, if consummated, would 
give Ingersoll-Rand the broadest line in the relevant market, 
which was the coal mining machinery and equipment field. 
Further, Ingersoll-Rand contemplated other acquisitions which 
would substantially reduce the number of suppliers of coal 
mining machinery and which would place under its control 
companies which had accounted for and would account for a 
very substantial share of the total industry output in three 
significant lines of commerce. These, and other facts of record, 
might create a sales advantage to Ingersoll-Rand in making it 
possible for that company to make “package deals.” The court 


held that this record indicated sufficient probability of a less- 
ening of competition to warrant an interlocutory injunction 
pending trial. It might be noted that in the present proceeding 
the Department has had the equivalent of an interlocutory in- 
junction in the stay which the Commission has granted, and 
that the Commission is now confronted with the necessity of 
reaching a determination on the merits on a full record. 


[5313] 51. United States v. General Dynamics Corp.. supra, 
was a case in which the Department brought a civil antitrust 
action against a corporation which had merged with another 
corporation on the ground that the merger had resulted in 
reciprocity in trading in violation of the antitrust laws. The 
court held, after trial, that the evidence sustained the charges 
and directed divestiture. The detailed opinion of the court in 
that case shows purpose, plan, organization, action and effec- 
tive results in securing reciprocal purchasing which are so elab- 
orate and so far removed from anything even hinted at in the 
present proceeding that there can be no comparison between 
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the cases. In General Dynamics the court found that prior to 
the merger “there was a meeting of the minds as to the use of 
reciprocity.” and that the opportunities for reciprocity were 
“the most significant advantage to be derived from the merg- 
er” by the acquired corporation. General Dynamics had a 
“trade relations department” the purpose of which was to in- 
crease sales through reciprocity. The court found that defend- 
ant intended to use and did use the reciprocity power created 
by the merger, “that both parties had the intent, at the time of 
the merger, to employ the anti-competitive device of reci- 
procity to generate sales,” that substantial amounts of com- 
merce in the relevant market were affected, and that this had 
the effect of substantially lessening competition. 

52. In the present proceeding there was no evidence whatever 
that a probable consequence of the merger would be foreclosure 
of the purchase of advertising from other national television 
networks, either by other ITT subsidiaries favoring ABC or 
because of reciprocity between ITT and its suppliers. The argu- 
ment of the Department is based entirely on the “possibility” 
of such a consequence, which the Supreme Court has specifically 
stated is not a sufficient basis for such a conclusion. The evidence 
in the present record strongly tends to show that the proposed 
merger will not result in the practice of either external or inter- 
nal reciprocity. 

53. The record shows that ITT television advertising is 
minuscule in relation to the market. Of total television adver- 
tising in 1965 amounting to more than $2 billion, ITT purchased 
$523,000, or about .025%. In 1966 ITT television advertising 
increased to approximately $1,725,000 and it was estimated that 
it would increase to as much as $3 million in 1967. However, the 
total volume of television advertising is increasing, amounting 
to approximately $2.5 billion in 1966. Broadcasting, March 20, 
1967, p. 40B. It is apparent that ITT does not represent a large 
television advertiser or control a substantial proportion of this 
business. It is also significant that none of the ITT television 
advertising is national television network advertising, and 
therefore regardless of amount or substantiality there is no 
showing of even the possibility of any effect in the relevant 
market from the control of this advertising. 
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[5314] 54. The evidence with respect to the possibility of 
the use of reciprocity power on ITT suppliers consists only 
of a list of ITT’s major suppliers within the United States. 
Of the 12 suppliers of more than $1 million of goods or serv- 
ices to ITT in 1966, only six were substantial purchasers 
of television network time. These six were General Motors, 
Ford Motor Co., Chrysler Corporation, American Motors, Du- 
pont and Gulf Oil. Each of these companies spent more on 
television advertising than the amount which ITT purchased 
from them, and the economic facts do not suggest that ITT 
would have or be tempted to use any economic power to in- 
fluence the television advertising of these companies. 

55. The record is not only totally devoid of any evidence 
that either ITT or ABC has ever engaged in reciprocal dealings 
with suppliers, but shows positively that ITT has an estab- 
lished policy against such practices. ITT system purchasing 
functions are completely decentralized with the purchasing 
manager in each system company responsible for procurement 
and delivery of goods and services at the most competitive 
price, Each operating subsidiary’s purchasing orders are placed 
locally and its purchasing records are kept locally. In order to 
comply with a Department request for a list of major U.S. 
suppliers, ITT was required to make telephone calls to a num- 
ber of purchasing locations. So by the very nature of the ITT 
method of functioning and organizing its business it would be 
difficult to accumulate the information necessary to learn where 
reciprocity power might be employed, and it would be difficult, 
at best, for any one subsidiary to exert any leverage by its 
individual purchases. Moreover, to secure any reciprocity sig- 
nificant in terms of the proposed merger would require 
a number of ITT subsidiaries to act in concert to foreclose 
advertising from other television networks. This would be a 
violation of the antitrust laws. Timken Roller Bearing Co. v. 
United States, 341 US 593 (1951) ; Kiefer-Stewart Co. v. Joseph 
E. Seagram & Sons, Inc., 340 US 211 (1951); United States v. 
Yellow Cab Co., 332 US 218 (1947) ; Schenley Industries, Inc., 
(FTC, Oct. 25, 1965) Trade Reg. Rep. par. 17353, 22251. On 
a record which contains only evidence to the contrary, we 
cannot presume that these companies will engage in practices 
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which violate the law. We also note that such action would be 
subject to prosecution by the Department, and would expose 
ABC to the sanction of license revocation or denial of renewal. 

56. The nature of the supplies and products sold and pur- 
chased by ITT also militates against the possibility of the use 
of reciprocity in the television network market. ITT is engaged 
largely in the production of industrial products and services, 
whereas television is a medium oriented to the advertising of 
consumer goods and services which are subject to mass con- 
sumption. The limited number of ITT suppliers that are sub- 
stantial television advertisers is noted above. The Department 
argues that ITT is moving into fields of consumer goods and 
services and that its television [5315] advertising is increasing. 
It asserts that this is evidence of the possibility that the merger 
may result in some undue or illegal advantage to ABC in 
television network advertising. As the trial court remarked in 
the Penn-Olin case, “Anything is possible.” However, since the 
record here shows that ITT has not yet engaged in any tele- 
vision network advertising, such a possibility is so remote that 
it clearly falls below the level that entitles it to recognition in 
the kind of reckoning that the courts have approved for judg- 
ing antitrust cases or that this Commission should follow in 
determining the public interest. 

57. The policy guide issued by ITT on November 1, 1966 
specifies in clear and explicit terms the determination of the 
company to avoid the practices that have been found objec- 
tionable in the cases cited by the Department. On these points, 
that document (AR-4) states: 


No officer, employee, or agent of any ITT System 
company or group shall take any action or make any 
attempt to influence in any way whatsoever, or to inter- 
fere with, advertising by any other company or person 
on the ABC network or stations. 

Any and all advertising purchased by ITT System 
companies or groups from the ABC network or stations 
shall be on a complete arm’s length basis, and on terms 
no more advantageous or preferential to such associated 
companies than for any other purchaser of facilities 
from ABC. 
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For reasons stated above in paragraph 44, as well as for the 
various other reasons stated in the foregoing discussion, we be- 
lieve that this statement fairly presents the policy with respect 
to advertising that will in fact be followed by ABC and ITT 
in their relationship. In sum, and for the reasons set forth in 
the above discussion, we find no detriment to the public in- 
terest on this issue. 

58. A substantial part of the supplementary hearing and 
proceedings was devoted to exploration of the issue of ABC’s 
need for financial support in order to maintain its television 
service and improve its competitive position, and of the pos- 
sible sources of the additional funds that are plainly needed by 
ABC. The Department claims, in substance, that ABC ex- 
aggerates its financial needs and that, in any event, ABC can 
secure the funds it needs from sources other than ITT. ABC 
made it plain that it does not claim to be a “failing company” 
within the meaning of the “failing company doctrine” of anti- 
trust law. See International Shoe Co. v. F.T.C., 280 US 291, 
302-303 (1931). ABC does not claim that it cannot borrow 
or otherwise obtain funds to remain in business. It does claim 
that without the funds for new facilities and for programming, 
especially for feature films, it cannot close the gap which exists 
between [5316] it and the other television networks, NBC and 
CBS, and will be unable to maintain its present competitive 
position to the detriment of the public interest. Its counsel at 
the hearing said that the issue came down to the question, “Is 
this company, which is one of the three vital networks in the 
United States, to be put in such a position that it cannot exer- 
cise sound business judgment for the benefit of the company be- 
cause it is in hock up to its ears all the time?” T. 4173. 

59. The record conclusively demonstrates that ABC has 
been at a competitive disadvantage in relation to the other 
networks, that its television operations have been handicapped 
by this disadvantage, and that the gap between ABC and the 
other networks has been increasing. Whereas in 1961 the ABC 
television network had gross revenue of $161 million, this was 
$21.8 million less than the average gross revenue of CBS and 
NBC. (For purposes of disclosure in the record the average of 
NBC and CBS was taken rather than the individual figures for 
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either network.) By 1966 the revenue gap between ABC and 
the other two television networks had grown to $80.7 million, 
which is almost a fourfold increase. The disparity in earnings 
has been even greater. In 1961 the ABC television network had 
a pre-tax profit of $4.7 million compared to a CBS-NBC average 
profit of $10 million. Beginning in 1963 the ABC television net- 
work has lost money each year. By 1966 the loss amounted to 
$9 million, and the profit gap between ABC and its two tele- 
vision network competitors had increased from $5.3 million in 
1961 to $52.9 million in 1966, a tenfold increase. 

60. During the last four years the ABC television network 
has lost a total of $27.6 million, and has shown a loss each year 
increasing from $4.6 million loss in 1963 to $9.0 million loss in 
1966. During the last six years the ABC radio network has lost 
a total of more than $20 million, and has shown a loss in every 
year. During the same period the ABC owned and operated 
radio stations have shown some profit, but the profit of the 
radio stations has not been as great as the losses of the radio 
network. During the six year period, the radio operation, in- 
cluding the network and the owned and operated stations, lost 
a total of $10.9 million. The ABC owned and operated tele- 
vision stations have shown a profit each year which has been 
sufficient to make the total television operation profitable. 
However, the television profit has not been increasing. In 1960 
the profit from the ABC television operation of both network 
and stations was $20.5 million. The television profit was less in 
each subsequent year and decreased to a low of $11.6 million in 
1963. After that it increased and reached $20.4 million in 1966. 
BB-1. Thus, over the six year period from 1960 to 1966, when 
television costs have been increasing rapidly, the ABC tele- 
vision profit has not increased at all. During the same period the 
profits of the other two networks have considerably more than 
doubled. The entire profit from the ABC broadcasting opera- 
tion has been put back into that operation in an effort to main- 
tain technological and programming quality, and no money has 
been taken out of the broadcast operation for the payment of 
dividends, the servicing of loans or other similar corporate 
expenses. 
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[5317] 61. The reason for the financial need of the broadcast 
operation of ABC, particularly the television network opera- 
tion, is the tremendous and increasing cost of television pro- 
gramming and equipment. Television network programs cost 
about $100,000 an hour to produce. ABC is now spending $135 
million annually for the production of television programs. The 
presentation of feature films and of live variety programs, which 
is increasing on all networks, is increasing the cost of program 
production substantially. Further, it is necessary to invest very 
large amounts long in advance of realizing any return. In order 
to be competitive it is now necessary in most instances to buy 
feature films three years in advance, which, in effect, means 
paying for them at least two years in advance. It is necessary 
to have 40% of the annual programming cost available at all 
times to finance producers. Color production is another sub- 
stantial cost, but up to the present time color programs have 
not brought in any additional revenue. Therefore at least in 
the immediate future this is not a revenue producing invest- 
ment. Nevertheless, it is clearly necessary to enable ABC to 
remain competitive. 

62. Public service programming, particularly in the enter- 
tainment and news fields, is often the most expensive and the 
least profitable. “Stage 67,” which was an ABC venture into 
cultural programming, represented an effort at improving the 
quality of television entertainment. “Stage 67” cost nearly $10 
million to produce and resulted in a net loss of $4 million. News 
broadcasts and public affairs programs are loss items. In 1966 
ABC lost $18 million in the production and presentation of 
news and public affairs programs. Preemptions for such pro- 
grams cost the company another $1 million. The 1967 budget 
of ABC for television news is $30 million, plus another $3 mil- 
lion for radio news. It is estimated that in 1968 the budget for 
television news will go to $40 million—if the money is avail- 
able. It is clearly in the public interest to insure that the ABC 
television network is permitted to operate in circumstances that 
will best allow it to fulfill its public service obligations by the 
presentation of news and public affairs programs and other qual- 
ity television programming. 
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63. The problem of maintaining and encouraging television 
network competition has concerned the Commission for many 
years. In the early 1950s there were four television networks, 
and Dumont failed and went out of business in 1955. In 1967 
a new venture, the United television network was established. 
began operation, and then failed and went out of business. 
ABC has continuously heen at a competitive disadvantage. 


[5318] 64. In January 1960 the Commission initiated pro- 
ceedings looking toward a means of providing more nearly equal 
competitive conditions for ABC. Docket No. 11340. These pro- 
ceedings led to further proceedings in which the Commission 
sought to equalize conditions in “nationwide network competi- 
tion” in television by adding VHF facilities in a number of the 
larger markets that provided outlets for only two networks. The 
addition of such VHF facilities were called “drop-ins,” and they 
would have been in derogation of the engineering standards 
that the Commission had previously established for television. 
The Commission finally decided that in view of the possibility 
of developing UHF facilities the derogation of VHF engineer- 
ing standards was not warranted, and therefore it did not make 
the “drop-in” assignments and left the competitive situation as 
it was. Report and Order re VHF Drop-ins, 25 RR 1687 (May 
31, 1963). The decision was a close one. Three Commissioners 
joined in the Commission opinion. Then Chairman Minow con- 
curred in a special opinion in which he said that the fact that 
ABC is at a competitive disadvantage “has adverse national as 
well as local effects on the public interest” and urged that the 
Commission was required to act promptly to secure competitive 
equality for ABC in some other manner. Id., 1696 et seq. Com- 
missioner Cox dissented, arguing strongly that the provision 
of competitively equal facilities to permit the development of 
three fully competitive national television networks is of great 
importance, and that “all the people in the country suffer when 
the ability of one of the major national program sources to pro- 
vide competitive programming is impaired because of artificial 
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restrictions on its access to important numbers of television 
homes.” Id., 1700.* 

65. The situation has not substantially changed since that 
time, and ABC has continued to be at a competitive disadvan- 
tage in the television network market. In a supplementary 
paper to the recent report of the Carnegie Commission on 
Educational Television the Department’s expert witness 
Goldin stated: “Up to now, however, the method of channel 
assignment has been such that only two national networks 
could be fully accommodated, with less than complete facili- 
ties available to air the programs of the third network.” Public 
Television: A Program for Action (Bantam Books ed., 1967) 
p. 227; T. 3076. 


[5319] 66. Thus for many years this Commission has been 
aware of the competitive disadvantages of ABC, of the ad- 
verse effects these have had on the public interest, and has 
been seeking means of providing a greater degree of competi- 
tive equality. Unfortunately the Commission has found many 
of the proposals made to help ABC to be impractical because 
they would involve derogation of technical and engineeirng 


standards, However, the Commission cannot escape the neces- 
sity growing out of its own past actions and decisions of seek- 
ing some means of permitting ABC to attain a greater degree 
of competitive strength, or equality, without imparing or sacri- 
ficing the standards of television transmission and reception 
which the Commission has established and seeks to maintain. 

67. There can be no doubt that the competitive position of 
ABC today is worse, in some respects, than it has been in the 


*The drop-in problem came before the Commission again on reconsidera- 
tion following the resignation of Mr. Minow and the appointment of Com- 
missioner Loevinger. The position of the other six Commissioners remained 
unchanged, and Commissioner Loevinger cast the deciding vote against 
reconsideration on the basis of a special concurring opinion in which he said 
that he thought the dissent of Commissioner Cox was more persuasive than 
the original decision, and that he thought he would have voted with Com- 
missioner Cox had he then been on the Commission, but that he voted against 
reconsideration because of the importance of stability and consistency in the 
actions of an administrative tribunal, and because he thought that a decision 
should not be reversed merely because of a change in membership of the 
agency. Memorandum Opinion and Order re VHF Drop-ins, 1 RR2d 1573, 
1580 (December 23, 1963). 
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past. The advent of color television and the increasing costs 
of programming have imposed great financial needs which ABC 
is less able to meet than its competitors. It is clear that the 
ABC studios, production facilities and technical equipment are 
significantly inferior to those of the two competitive networks. 
The Department attempts to suggest that the ABC plans for 
colorization and modernization of its plant and equipment were 
merely afterthoughts, devised to convince the Commission of 
the desirability of the merger. We do not agree with this con- 
tention but do not find it necessary to decide that matter. The 
record of the supplementary proceeding establishes beyond any 
real dispute that ABC faces rising and substantial expenditures 
for both capital and operating requirements. Some of these are 
supported by detailed and voluminous itemized schedules. 
While it is always possible to raise questions about particular 
items in such lengthy schedules, it would appear that these 
financial forecasts and their supporting schedules represent re- 
sponsible business judgments.‘ 

[5320] 68. However, delineation of the exact amount of the 
required expenditures is not crucial to our decision. It is suffi- 
cient to note that they are substantial. Turning to the method 
of securing the finances for these substantial expenditures, we 
find that the record is persuasive that the required expendi- 
tures cannot be financed from ABC’s cash generation. While 
ABC is already heavily burdened with senior debt, there is a 
substantial dispute as to whether ABC, as a practical matter. 
must rely on the merger for such financing, or whether it could 
secure significant parts of its requirements by various other 
methods of financing. There is no question but that the neces- 
sary funds could be most readily available through the merger, 
without any possible drawbacks such as Joan limitations or 


*The evidence indicates that the largest and most significant of these are 
broadcasting division property and equipment expenditures. These include 
the committed and pending costs of converting existing facilities to color and 
developing new complexes in New York and Hollywood. Additionally, there 
are projected expenditures for new broadcast program right commitments 
and for motion picture investments. It appears clear to us that these expendi- 
tures have been dictated by the industry-wide trend to color, the obsoles- 
cence of ABC’s present production plant, and the necessity of providing high 
quality and competitive programming. 
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curtailment of operating flexibility. But analysis of the supple- 
mental record does not permit a definitive resolution of this par- 
ticular facet, i.e., whether or not alternate financing is avail- 
able as a practical matter and in a way not unduly inhibiting 
ABC’s future operations. 

69. In any event, it is, we think, unnecessary and inappro- 
priate that our determination of this issue turn solely on the 
above facet. For it is clear that ABC, which as the “third net- 
work” lags behind its two competitors, will be significantly 
aided by having ITT’s financial strength back of it, in such 
matters as its attempts at cultural programming innovation, 
news and public affairs expansion, ability to chance more or 
sooner primary affiliation with UHF stations. Adverse develop- 
ments in these areas or new technological developments could 
be a most serious matter to ABC, if it were to shoulder new 
substantial financial burdens in addition to its already high 
debt ratio. Such an atmosphere would not appear conducive 
to risk in the public interest areas we have described. And. 2s 
shown by “Stage 67”, there are, and will always be, consider- 
able risks in these important public service areas.’ In short, we 
think it desirable to promote the best possible environment for 
AKC operation, both to serve the public interest and to com- 
pete with CBS and NBC. Merger with ITT, a large diversified 
company with strong financial resources, does promote that 
environment, by making available the funds with which to 


* An illustration of both the significance of broadcast news reporting and 
of the burden it imposes upon the networks has occurred during the Com- 
mission consideration of this proceeding. The point is well summarized in 
a report by Jack Gould, the New York Times television critic, entitled “TV: 
Spotlight on Crisis,” New York Times, June 8, 1967, p. 87. Mr. Gould Says, 
inter alia: “All regular entertainment programs and commercial announce- 
ments were cancelled Tuesday night by the three national television net- 
works to carry the debate in the United Nations Security Courcil on the 
war in the Middle East. The sustained coverage was a notable public serv- 
ice by the American Broadcasting Company, the Columbia Broadcasting 
System and the National Broadcasting Company. * * * The total cost to 
the networks in the cancellation of an entire evening's scheduie ran into the 
millions of dollars, thongh some of the revenue may later be recaptures), 
But the telecast constituted one of television's finest achievements, If 2 
viewer was not aware of the dimensions of the Middle East situation at tle 
end of the evening, it was his own fault, not television's.” 
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take the risks and make the judgments necessary for the for- 
ward progress of ABC’s news, public affairs, entertainment and 
other similar programming or related endeavors. Thus, Mr. 
Elmer Lower, President of ABC News, stated that greater eco- 
nomic resources would increase, rather than decrease, the in- 
dependence of the news gathering organization. 

70. The point which has been made above that news and 
public affairs programs are not profitable and that the ability of 
a television network to produce and present such programs 
depends in large part on its financial prosperity and resources ° 
is of particular importance in this proceeding. If, in the judg- 
ment of Mr. Friendly, NBC is in a more advantageous posi- 
tion than CBS in this respect because of the financial strength 
of RCA, despite the fact that the CBS television network is 
highly profitable, it is obvious that ABC is at a tremendous 
disadvantage. Finally, that the heightening of competition 
between the networks will serve the public interest needs no 
exposition. Therefore, based on our knowledge of the industry 
and the present network situation, we find on the supplemental 
record that there will be a significant benefit to the public in- 
terest in this respect. 

71. With the resources and backing of ITT, ABC will 
in a certain number of markets be able to foresake reliance 


° This point was made in a book by one of television’s most widely known 
critics, Mr. Fred Friendly, recently head of CBS News, Mr. Friendly has 
written: 

Another factor influencing news budgets—and therefore decisions— 
is that NBC is owned by the Radio Corporation of America; though 
the network is a highly profitable part of this giant complex, it repre- 
sents less than 25 percent of RCA’s net earnings. The CBS television 
operations are estimated to represent as much as 71 percent of the 
parent company’s profits; therefore, $1,000,000 spent in news coverage 
by CBS may affect profits proportionately more than the same ex- 
penditure by NBC affects RCA. Furthermore, RCA, which make a 
great deal of money from color television sets and television tubes, 
prospers from ‘loss leader’ activities—that is, money-losing programs 
which increase the sales of television sets, NBC also carries prestige 
programs which the RCA corporate family can afford, whereas at 
CBS the television divisions of the company provide its main profits. 
Fred W. Friendly, Due to Circumstances Beyond Our Control... 
(Random House 1967) pps. 166-167 ; T. 3302-3304. 
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upon secondary clearances on VHF stations in favor of pri- 
mary affiliations with UHF stations (T. 4131, 4176). We take 
this representation as a commitment that must be carried 
out; we will require reports at year intervals for at least three 
years following the merger as to ABC’s actions to carry out 
this commitment. 

[5322] 72. In addition, as noted, the merger will provide 
the additional benefit of technological support to ABC. The 
record contains ample evidence that ITT has substantial 
capability in the field of communications technology which it 
can and has committed itself to use in order to meet ABC’s 
needs. Further, as a result of the merger, ITT has embarked 
upon a program to aid the development of UHF. The Depart- 
ment has questioned the duration of the program. The short 
answer is that we again regard ITT’s representations in this 
respect as a commitment that must be fulfilled. We shall re- 
quire the submission of annual reports for the three years fol- 
lowing the merger, giving detailed accounts of the nature and 
extent of ITT’s efforts, including the amounts expended and 
planned to be expended. The type of activities required are 
those already delineated in great detail by ITT (see par. 36. 
supra) and those of a similar nature arising in the specified 
three year period. We are at a watershed on the development 
of UHF broadcasting, and ITT’s contribution to the achieve- 
ment of the goals, upon which Congress and the American 
public (through the purchase of all-channel sets) have staked 
so much, will be made at this crucial time. 

73. An important issue raised in this proceeding concerns the 
integrity of the ABC television network news operation. This 
issue was considered in some detail in the Commission: Decision. 
but the Department contends that additional evidence received 
in the supplemental hearing raises serious doubt about the con- 
clusions previously reached by the Commission. The Depart- 
ment argues that the merger threatens to impair the integrity 
and independence of ABC’s activities in the news, information 
and public affairs field. The ACLU has tendered a statement 
as amicus curiae which we will receive and which we have con- 
sidered. Essentially the ACLU reviews the proposed findings 
of the several parties and relies upon those advanced by the De- 
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partment to urge the same arguments made by the Depart- 
ment. The ACLU statement admits that there are “differences 
within the councils of the ACLU itself” on this case, and con- 
cedes that there may be advantages to the public interest in in- 
creased size of a television network. These advantages are 
stated by the ACLU to be that there may be resources for put- 
ting on the air programs that will exceed in quality and diversity 
what might otherwise be produced, and that there may be re- 
sources with which to resist pressures that would keep off the 
air what might otherwise be produced. However, on balance 
the ACLU fears that the dangers envisioned by the Depart- 
ment are more threatening than the advantages urged by the 
applicants. and therefore supports the Department position. 
However, the ACLU candidly faces the consequences of this 
position and urges further that if the Commission finds that 
ABC is competitively disadvantaged by its resources in rela- 
tion to its competitors, then the Commission should proceed 
to restructure the industry. The Broadcast Bureau expresses 
its concern about certain incidents, referred to below, but pro- 
poses the overall conclusion that: 


No evidence was adduced establishing that ITT in the 
event of a grant would attempt to impose its position 
upon the journalistic activities of ABC and the record 
[5323] contains numerous assurances by Mr. Geneen 
of ITT’s recognition of the importance of preserving 
news integrity and of the measures taken to assure ABC’s 
continued independence in the presentation of news and 
public affairs programming. 

74. The Department’s argument concerning news integrity 
emphasizes what it terms “a series of improper acts” involving 
certain reporters who were called as witnesses in the supple- 
mentary hearing. The testimony concerning these incidents 
constitutes the principal evidence added to the record in the 
supplementary proceeding on this issue. The three witnesses 
were reporters covering this proceeding for the AP, the UPI and 
the New York Times. The reporter for the AP testified that 
while he was writing his story on the February 1st FCC order 
in this proceeding he got a call from his New York office that 
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ABC had complained that the first paragraph of his story was 
erroneous. He did not change his story and nothing further 
occurred. At a later date he was called by two officials of ITT 
concerning another story on the case. The ITT officials stated 
that the story was incomplete. Mr. Aug, the reporter, told his 
office that if the transcript of the proceeding showed the facts 
to be incomplete, the office should add the relevant material 
to the story. The ITT officials showed the transcript to the per- 
sonnel in the office and some material was added to the AP story. 
This was the substance of the testimony of the AP witness. 

75. The UPI reporter, Mr. Stout, testified that an ITT rep- 
resentative called him to inquire what Stout had learned regard- 
ing the Department’s intention to appeal any unfavorable 
Commission ruling, a point which the record leaves in some 
confusion but on which the Department appeared to be saying 
one thing to newspaper reporters and something different to 
ITT. This line of inquiry was not pursued by the Department. 
Later Mr. Stout had several calls from ITT employees which 
had no particular significance, and then had lunch with one of 
them, during which there was an apparently friendly conversa- 
tion in which the ITT employee complained that there had 
been a “great amount of inaccurate reporting” of this case but 
commended Mr. Stout for his own reporting. On one other oc- 
casion ABC complained about the factual inaccuracy of a story 
he had written and the story was corrected by others in his 
organization. 

76. The New York Times reporter, Eileen Shanahan Waits 
known professionally as Eileen Shanahan, testified she had 
five or six contacts with employees of applicants but that sev- 
eral of these were “very brief and routine.” Two incidents 
apparently developed into somewhat heated conversations. Mr. 
Gerrity, ITT Vice President for Public Relations, came to see 
Miss Shanahan personally to deliver a copy of an ITT state- 
ment. They discussed various aspects of the reporting of the 
case, and Miss Shanahan testified that Mr. Gerrity’s tone was 
“certainly accusatory and certainly nasty.” [5324] Finally, 
Miss Shanahan decided that she had “about enough” so she 
told Mr. Gerrity she had some work to do and he left. Mr. 
Gerrity did not ask Miss Shanahan to change her story about 
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the case. Miss Shanahan did testify, however, that Gerrity asked 
her if she was aware “that Commissioner Johnson was working 
with some people in Congress on legislation that would forbid 
any newspaper from owning any broadcast property (T. 2962).” 
Gerrity, according to Miss Shanahan, felt that this information 
(which we note is erroneous) should be passed on to her pub- 
lisher. Miss Shanahan stated that the obvious inference which 
she drew from this remark was that since the Times owns radio 
stations, it would want to consider its economic interests in 
deciding what to publish in its news medium. We find this one 
activity of Mr. Gerrity to be improper. But we note that it is 
isolated in nature, and particularly take into account that when 
Miss Shanahan checked with the Financial Editor of the Times 
in New York as to whether “ITT had a reputation for being this 
way all the time,” she received a negative reply (T. 2971-72). 
On a later occasion an ITT employee telephoned Miss Shanahan 
about apparently conflicting statements made by the Depart- 
ment concerning its intention to appeal the case if the Com- 
mission refused to reopen. Miss Shanahan testified that the ITT 
employee called her stories unfair, at which she became very 
angry and shouted at him, then said she would not listen and 
hung up the phone. 

77. With the one exception noted and dealt with above.’ 
there is no evidence that either ITT or ABC did any more than 
ask reporters covering the proceeding to be factually accurate 
in their reporting. It is clear that. there was some difference of 
viewpoint as to what the significant facts were, and this differ- 
ence persists among the parties, counsel, reporters, and others 
concerned with the case. There is no impropriety in approach- 
ing the press to inform or to attempt to correct supposed inac- 
curacies. All of the reporters testified that this is a common, 
even daily, occurrence for reporters. The Commission’s own 
“fairness doctrine” is premised on the right to do just this with 
respect to broadcast reports of news and commentary concern- 
ing controversial matters. 

7The July 11, 1966 memorandum from Geneen to Gerrity concerning the 
Nielson matter is also cited as an example of ITT’s alleged improper pres- 
sure. We regard such an inquiry as wholly appropriate, nor do we see any- 


thing amiss in raising the possibility of referring such a matter to Congress 
for inquiry. 
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78. The Commission Decision considered the independence 
of ABC news and public affairs functions as one of the princi- 
pal issues, devoted a substantial part of the opinion to an 
analysis of the issue in detail, and concluded from the Com- 
mission’s experience with similarly situated enterprises in the 
industry, the past performance of both applicants as long time 
licensees of the Commission, the autonomy of ABC News 
within the ABC organization, the proposed autonomy of ABC 
within the ITT organization, and the solemn assurances of the 
principals, that the merger should be approved. The area of 
broadeast reporting of news and public affairs is a field in 
which the Commission has experience and special competence 
and in which the Department has no special qualifications. The 
Commission decision found [5325] “in our experience with 
numbers of other licensees who encompass, along with broad- 
cast interests, large and diversified nonbroadeast activities no 
indication of abuse of their public trust through the intrusion 
of their non-broadcast concerns upon the objectivity of their 
news reporting or commentary and no demonstrated detriment 
in any other programming sectors.” Decision, par. 30. More- 
over, the Commission examined “in considerable detail” and 
“weighed carefully” ITT’s foreign interests as they might affect 
the merger. The Commission concluded that “We know from 
our experience in the regulation of communications that many 
of our large broadcasting licensees and the two other televi- 
sion networks also have substantial foreign interests, including 
subsidiary corporations in many countries. We have seen no 
evidence at any time that any of these foreign interests has 
influenced any of the programming presented in this country. 
There is no reason to assume or suspect that any such influence 
will occur in the case of ITT.” Decision, par. 36. The Commis- 
sion also found that the merger would provide ABC with greater 
independence and freedom from possibly improper or undesira- 
ble economic influences and would tend to assure the continued 
independence and integrity of the network operation of ABC, 
Decision, par. 26. 

79. These conclusions are strengthened and reinforced by 
further consideration in the light of the supplementary record. 
Despite the most wide ranging inquiry and examination of this 
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issue no evidence was offered tending to show that ITT would, 
in the event of the merger, attempt to impose its position on 
ABC or influence the journalistic functions of ABC. The sup- 
plementary record contains considerable evidence and further 
assurances of the independence of ABC News within the ABC 
organization and of the recognition by both applicants of the 
importance of preserving the news integrity of ABC, both be- 
cause of their obligations as licensees and because of economic 
self-interest, as well as because of professional and ethical 
considerations, and the supplementary record establishes the 
widely-recognized independence and integrity of responsible 
professional journalists as another potent force to maintain 
ABC news autonomy and integrity. The testimony of Elmer 
Lower, President of ABC News, is persuasive that the ABC 
news organization has a high sense of its own responsibility and 
integrity and will observe its standards of journalistic integrity 
regardless of the corporate affiliations or interests of the parent 
organization. 

80. The supplementary record contains numerous reaffirma- 
tions of the determination of officials of ABC News, of ABC, 
and of ITT to maintain the independence and integrity of the 


ABC news operation free from any interference by either ABC 
or ITT. These assurances are epitomized in the policy state- 
ment of ITT regarding ABC, which has been referred to above. 
AR-4. The ITT policy statement of November 1, 1966 says. 
inter alia: 


The broadcast licenses which have been granted by 
the Federal Communications Commission, and which 
are subject to periodic review and renewal, represent 
an important public trust as well as one of the most 
valuable assets of ITT. [5326] In this connection, ITT 
entered into certain contractual obligations and has 
made assurances to the FCC concerning the way in 
which ITT intends to carry out its responsibilities as the 
parent corporation of a broadcasting licensee. It is the 
policy of ITT to carry out these commitments and as- 
surances in full, in complete good faith, and without 
equivocation. 
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No officer, employee, or agent of any ITT System 
company or group has any authority to act in any man- 
ner inconsistent with the provisions of this Policy State- 
ment, nor to authorize, direct or condone violations of 
its terms by any other person. Such activity would con- 
stitute one of the greatest disservices that anyone could 
do to the Company. Consequently, any officer, employee, 
or agent who violates this Policy, or who orders or 
knowingly permits a subordinate to violate this Policy, 
shall be subject to severe disciplinary action, including 
discharge. 

* * * * * 

The independence of ABC programming from any 
other ITT commercial or other similar interest shall be 
inviolate. No officer, employee, or agent of any ITT 
System company or group shall take any action or make 
any attempt to influence in any way whatsoever in the 
news, special events, entertainment, or other program- 
ming of the ABC network or stations for the purpose of 
attempting to further, or to avoid conflict with, the com- 


mercial or other interests of an ITT System company or 
group. 


As pointed out above, this policy statement was made in cir- 
cumstances such that it was not subject to the charge of being 
drafted for the purposes of this proceeding. Further, ITT has 
given assurances of record herein that this policy will not be 
changed without advance written notice to the Commission. 
We rely upon these assurances and have ample authority to 
enforce them. 

81. Considering these assurances and the authority which 
the Commission has with respect to its licensees, the organiza- 
tional arrangements between ITT and ABC, discussed above, 
by which ABC has a number of directors who are independent 
of ITT, the independence of the ABC News organization within 
ABC, the tradition and ethics of journalistic independence and 
integrity, the competitive necessity of maintaining public con- 
fidence in the integrity of broadcast news sources, the check 
upon news integrity which other competitive news sources pro- 
vide, and all the other factors mentioned above, we find that 
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there cannot be any reasonable doubt that the integrity and 
independence of ABC’s activities in the news, information, and 
public affairs field will be maintained after the merger. 

82. The Department charges applicants with “lack of candor 
and completeness” in testimony on the basis of some few in- 
consistencies in the details of testimony and evidence and their 
characterization of some of the testimony.” There is no doubt 
that in the course of this very protracted, complex and difficult 
investigation and proceeding some errors have been made in 
the presentation of evidence and some changes in positions and 
emphasis have been made by all of the parties. However, errors 
and inconsistencies of this nature are not unusual in cases of 
this magnitude and complexity. It would be quite unwarranted 
to draw any inferences as to candor or character from such rela- 
tively minor aspects of the testimony and proceedings. These 
charges of the Department are more a reflection of the strongly 
adversary and partisan spirit which prevailed between the par- 
ties than a reflection of a fair appraisal of the record. It is note- 
worthy that the parties were highly adversary throughout the 
course of their participation in the supplementary proceeding, 
and this has given us some assurance that all aspects of the 
matter have been thoroughly explored and that all possibilities 
of evidence and inference adverse to the proposed merger have 
been thoroughly investigated. The Department began its in- 
vestigation by the issuance of Civil Investigative Demands to 
both ABC and ITT on December 9, 1965. We have examined 


*For example, the Department argues that Mr. Goldenson incorrectly 
represented to the Commission that the ABC loan agreement with Metro- 
politan Life restricted ABC borrowing to 50% of its assets. In fact, the 
written loan agreement did not contain such a restriction, although it did 
contain a restriction against further borrowings, with some limited excep- 
tions, without the express permission of Metropolitan Life, The Vice Presi- 
dent of Metropolitan Life who was in charge of this loan arrangement wrote 
to the Department and subsequently testified in the supplementary hearing 
concerning this matter. It is evident from his letter and the testimony that 
40% of net tangible assets is the normal limit for corporate borrowers, and 
that this limit was exceeded with ABC only because it is a “specialized bor- 
rower,” that ABC was approaching 50% of net tangible assets, and that 
ABO was aware of these facts. In the circumstances, we believe that Mr. 
Goldenson could have reasonably believed the correctness of the statement 
he made and that he cannot properly be found to have set out deliberately 
to deceive the Commission. 


those demands and have found them comprehensive, wide 
ranging and thorough. Subsequently the Department also is- 
sued a series of further demands for documents; and the record 
shows that there has been substantial compliance with all de- 
mands. We are confident that the Department, with its exten- 
sive and highly skilled investigatory resources and its experi- 
enced and expert ability at economic analysis has put into the 
record every fact of possible relevance to our consideration and 
decision of this matter.® 

[5328] 83. The foregoing discussion constitutes our findings 
of fact upon the record. We have considered all of the points and 
arguments raised by the parties with special attention to the 
points raised by the Department as the petitioner in this phase 
of the proceeding. We have not given further consideration to 
the possibility of restructuring the entire broadcasting indus- 
try, as suggested by the ACLU, since we do not believe that 
this is an appropriate proceeding in which to consider that issue 
and because there is nothing to be added to the discussion of 
that issue set forth in our Decision, pars. 39, 40. 

&4. In the final evaluation, we must balance the detriments 
and benefits to the public interest. The following is a skeletal 
presentation of our main conclusions: 

(1) We have found that the relevant market for purposes 
of competitive analysis is the national television network mar- 
ket, and that since ITT was not a potential independent entrant 
into that market, its merger with ABC will not lessen or tend 
to lessen competition, actual or potential, in that market. 

(2) We have found that ITT decided to curtail its CATV 
activities independently of the merger, and that it did not 
seriously contemplate the possibility of establishing a national 
CATV grid that might become competitive with the national 
television networks and that, taking into account the other 
contingencies in this area (Commission policy and copyright 

* Similarly, we do not regard the Press Wireless matter as reflecting ad- 
versely, to any significant extent, on ITT but rather more a question of need 
for better technical compliance with Commission application form require- 
ments, It is undisputed that Press Wireless was at all times subsequent to 


September 7, 1965, ‘controled by officers or officials of the ITT organization, 
and specifically those of ITT Worldcom. 
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obstacles) and the activities of numerous other companies, any’ 
detriment here is most speculative and therefore of at most 
avery slight nature. 

(3) We have found with respect to technology no detriment 
but rather that ABC is in need of technological assistance, re- 
search and support that it is unlikely to get without a merger 
with ITT. Further, ITT is not and has not been in the American 
broadcasting equipment market, but its merger with ABC 
will induce it to enter that market. 

(4) We have found that however limited that entry may be, 

ITT, in view of its representations and under the condition laid 
down in this opinion, will seek to aid the technological de- 
velopment of UHF broadcasting during the ensuing critical 
3-year period. 
[5329] (5) We have found consequently that the proposed 
merger will in our view strengthen ABC technologically, in- 
crease competition in the American broadcasting equipment 
and technology field, and assist UHF development. 

(6) We have found any detriment to the independence of 
ABC in regulatory matters to be slight in nature, in view of 
the small area of conflict; we have also taken into account the 
explicit representations on this matter. 

(7) We have found that there is no likelihood that the 
merged ABC-ITT will employ reciprocity power to create 
any obstacles to competition in the television advertising 
market. 

(8) We have also found that the evidence is clear and con- 
vincing that the integrity and independence of the ABC news 
operation will be maintained as fully after the merger as it 
has been previously. 

(9) We have found that ABC has historically been in a 
competitively weaker position than the other two television 
networks, and that this competitive disparity continues. 

(10) We have found that ABC will be significantly aided by 
having ITT’s financial strength back of it, both in its competi- 
tion with its network rivals and in its efforts to better serve 
the public interest through entertainment innovations, news 
and public affairs expansion, etc. 
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(11) We have found that ITT has given full recognition to 
its obligations as the parent of ABC and has given reliable as- 
surances that it will give ABC all the technological and financial 
support needed to permit it more fully to perform its public 
interest functions. T.1954-1955, 1996-1997, 2001-2002, etc. 

(12) We have found that with the merger, ABC in a number 
of markets will be able to foresake reliance on secondary clear- 
ances on VHF stations in favor of primary affiliations with 
UHF stations—a further contribution to UHF’s development 
during this critical period. 

85. An agency does not make judgments of the nature here 
involved in a mechanical fashion. It is charged with bringing 
to bear on the problem the specialized insight it has accumu- 
lated as a result of years of regulating the industry and of 
seeking to promote the public interest. We can appreciate the 
Department’s concern in regard to the issues presented and 
commend its efforts. We have taken into account the Depart- 
ment’s own expertise in this area. But we must conclude that in 
our judgment, the detriments revealed on this record (e.g., the 
possibility of an independent network entry by ITT or of the 
establishment of a CATV national grid) simply [5330] are too 
speculative or slight to weigh heavily in the balance. On the 
benefits side, we also recognize that the matter does not sud- 
denly become one of sure, definitive nature. There is neces- 
sarily some degree of uncertainty in, for example, how much 
ITT may contribute to the domestic broadcast technology mar- 
ket. We have endeavored to make that contribution (and the 
assistance to UHF through primary affiliation) more concrete 
by the conditions imposed herein. But in the final analysis we 
are left with the difficult task of judgment as to the future on 
the benefits side also. We have discharged that task with the 
background of this agency’s long history of attempting to im- 
prove ABC's competitive posture vis-a-vis the other two net- 
works and its ability to better serve the public interest in areas 
such as news, public affairs, and cultural entertainment innova- 
tion. It is our firm judgment that this merger, by providing 
ABC with a stronger financial base, will significantly assist 
ABC in making the necessary long-range plans and in taking 
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the risks in this area so vitally important to the American pub- 
lic. It will be of benefit to the development of UHF during its 
most critical period. In sum, then, the benefits to the public 
interest flowing from the proposed merger clearly outweigh any 
detriments to the public interest that may be potential con- 
sequences, including those that have been so exhaustively ex- 
plored in the record of the present proceeding and that are dis- 
cussed in the foregoing opinion. 

86. We have not repeated the substantive discussion in the 
Commission Decision, since the evidence in the supplementary 
record, although in much greater detail than previously before 
us, does not lead us to change any of the conclusions previously 
reached. Accordingly, we affirm our prior Decision herein, and 
supplement it by the addition of the findings and conclusions in 
this Opinion and Order. The Memorandum Opinion and Order 
of the Commission entered herein on December 21, 1966, to- 
gether with this Opinion and Order shall constitute the Opinion 
of the Commission. The conditions specified in this opinon are 
binding on the applicants and, therefore, need not be recited 
in the ordering clause. 

87. By letter dated June 12, 1967, the Department requested 
that any Commission order approving transfer should provide 
an effective date 30 days after its issuance, in order to permit 
the Department “carefully to review such a decision to de- 
termine whether it would be appropriate to perfect an appeal.” 
By letter dated June 16, 1967, ABC and ITT represented to 
us that “they will not consummate the transaction con- 
templated by the Plan and Agreement of merger between them 
dated February 14, 1966, until at least 30 days after publication 
of the order.” We hold ABC and ITT to this representation and 
therefore need take no action on the Department’s request. 
[5331] 88. Accordingly, IT IS ORDERED that: 

(i) The stay of the Commission’s Order of December 21, 
1966, heretofore entered is dissolved and terminated. 

(ii) The petition of the Department of Justice for recon- 
sideration of the Commission’s Order of December 21, 1966, 
herein is denied. 
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(iii) The Order of the Commission entered herein December 
21, 1966, is affirmed. 


FrepERAL CoMMUNICATIONS COMMISSION, 
Ben F. Wapte, Secretary. 


See attached dissenting opinion of Commissioners Bartley, 
Cox and Johnson. 


[5332] Tue ABC-ITT Mercer Case 
RECONSIDERATION 


[“In the matter of applications by American Broadcasting 
Companies, Inc. for assignment of licenses of stations . . .”] 


DOCKET NO, 16828 


Dissenting Opinion of Commissioners Robert T. Bartley, Ken- 
neth A. Cox, and Nicholas Johnson, June 22, 1967 


* * * * 
[5334] I. Summary anD INTRODUCTION 


Last September the Federal Communications Commission 
chose to listen to the two applicants to this largest merger in 
the agency’s history present the case for ITT and ABC without 
any present and participating representative of the public in- 
terest. On that occasion a member of the present majority, in 
discussing the issues that might be presented if ABC were 
disposing of its network and stations in some other way, 
declared: 

I assume we can make a finding in the public interest 
for any result that we wanted to reach (R 195). 


*We have adopted the following practice for citations. When the record 
of the hearings and oral arguments is cited, for reference to testimony of 
a witness, the witness, name will be given as well as the page at which his 
testimony appears. When the hearing record is cited for a reference other 
than testimony, the letter “R” will be used with a citation to the page. 

Exhibits will be cited as they were denominated at the hearing with an 
abbreviation of the party offering them (AR for ABC-ITT, J for the De- 
partment of Justice, and BB for the Commission Broadcast Bureau) and the 
exhibit number. 

Formal filings will be cited with an abbreviation of the offering party 
(ABC-ITT, J, BB), the name of the filing (Findings, Brief, Reply), and a 
page number. 

Citations to the majority’s decision will be to paragraph (par.) number, 
and will refer to today’s opinion unless the December 21, 1966 opinion 
(7 F.C.C, 2d 245 (1966) ), is expressly identified. 

278-719—67. 22 
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We think the majority, addressing itself to the merger as 
proposed, has undertaken to make a public interest justifica- 
tion for which we cannot find support in the record. Not once, 
but twice. 

[5335] It has now gone through the proper rituals. A con- 
ventional hearing has been held—although the Hearing Ex- 
aminer was precluded from expressing an opinion on the case, 
and because of the delays already experienced was required to 
adhere to an unusually restrictive and demanding hearing 
schedule. It has incanted the proper phrases about our “ex- 
pertise.” What is fundamentally disquieting about the ma- 
jJority’s position, however, is its relentless adherence to its 
earlier decision in the case, no matter how seriously the factual 
record on its behalf has deteriorated from September to the 
present time. 

The original self-serving declarations of the parties about 
the public interest benefits of the merger have been substan- 
tially altered by their own subsequent testimony, and over- 
powered by conflicting contemporaneous documents and the 
testimony of independent parties. The potentialities of detri- 
ment to the public interest from the merger which concerned 
the three of us in September—characterized by ITT counsel 
at that time as mere “suspicions” (R 383)—have since largely 
been proved out by actions of the parties themselves, as nearly 
as predictions of the future can be established. 

In September both ITT counsel and the Commission ma- 
jority took great satisfaction from the fact that, “No religious, 
charitable, civic, public service or civil liberties organization 
in America has wired or written to the Commission protesting 
this application or asking the Commission to deny it.” (R 120; 
par. 6 of Dec. 21, 1966 majority opinion). The suggestion is 
that the absence of protesting parties absolves the [5336] Com- 
mission of responsibility to evaluate the public interest on its 
own, or somehow argues in the merger’s favor. But the FCC’s 
mission is not to evoke a conditioned response merely because 
there is only one petitioner ringing the bell. It is to engage 
in a rational exercise whose objective is the public interest, 
and is not determined by the limited number of contenders 
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in the ring. It is difficult, if not impossible, for most members 
of the public we are charged by law with representing to ap- 
pear before us personally, or send counsel. However, whether 
one chooses to be persuaded by reason or authority, a rather 
impressive array of both has now come to the view that this 
merger will not serve the public interest. 


The United States Department of Justice has felt 
strongly enough about both the public interest and the 
competitive detriments of this merger to take the some- 
what unusual steps of petitioning this Commission to 
reconsider its December 21, 1966, opinion, and then to 
participate actively and extensively in our hearing with 
some of the ablest men available to it. In fact, the At- 
torney General of the United States said publicly that 
he has personally reviewed the Department’s opposi- 
tion “at some length and with care.” Interview with 
the Honorable Ramsey Clark, Attorney General of the 
United States on CBS’ Face The Nation, March 12, 
1967. 

The FCC’s own Broadcast Bureau Hearing Division 
Chief, Thomas B. Fitzpatrick, and his trial staff of three 
(the only Commission personnel to express a view who 
actually participated in the hearing and observed the 
witnesses) responded, when asked during the June 1967 
oral argument before the full Commission, that “it is 
our opinion as trial counsel . . . that the public inter- 
est would not be served by this grant.” (R 4086) 


The American Civil Liberties Union, the nation’s 
foremost “civic, public service, civil liberties organza- 
tion,” filed a brief with this Commission protesting the 
merger. 

Gerald H. Gottlieb, antitrust lawyer and staff mem- 
ber of the prestigious Center for the Study of Demo- 
cratic Institutions in Santa Barbara, California, filed a 
thoughtful brief protesting the merger and requesting 
participation as amicus curiae (“friend of the court”). 

An impressive array of witnesses—barred by normal 
procedures from expressing an opinion on the ultimate 
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issue—testified at length as to facts and opinions sup- 
porting the Department of Justice position. They in- 
cluded: Professor John C. Burton of Columbia Univer- 
sity; Charles Charbonnier, Vice President, Securities, 
Metropolitan Life Insurance Company; Dr. Joseph V. 
Charyk, President and Director, Communications 
Satellite Corporation; Asher H. Ende, Deputy Chief, 
Common Carrier Bureau, FCC: Professor Hyman H. 
Goldin of Boston University (most recently Executive 
Secretary to the Carnegie Commission on Educational 
Television, and formerly the principal economic ad- 
viser on broadcast matters at the FCC); John J. Gra- 
ham, Vice President, General Dynamics (formerly Vice 
President. ITT) ; Professor Albert G. Hill, MIT; Ernest 
J. Kropp, Vice President, Manufacturers Hanover Trust 
Company; Professor Harvey J. Levin, Hofstra Univer- 
sity; Howard E. Stark, radio and television station 
broker. 

We have even seen the somewhat unusual, if not un- 
precedented, appearance of a “public witness,” adver- 
tising executive. author, and management consultant, 
Sidney W. Dean, appearing in his own behalf in oppo- 
sition to the merger. 

Finally, we three Commissioners of this seven-man 
Commission have felt so strongly about the undesirable 
nature of this merger that we have dissented twice, 
without concealing our genuine and unusual depth of 
feeling and concern, and with what we believe to be an 
overwhelmingly thorough documentation of the reasons 
why this merger cannot meet our statutory “public in- 
terest” standards. (Commissioner Bartley, joined by 
Commissioner Cox, dissented three times, [5338] the 
first being to a Commission letter asking the applicants 
for superficial information rather than setting the appli- 
cations for evidentiary hearing.) 


Moreover the hearing in the proceeding has been, we believe, 
legally defective. The seriousness of the matter before us re- 
quired that such a hearing contain all the safeguards estab- 
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lished by statute. Section 309(d)(2) of the Communications 
Act provides that “if the Commission for any reason is unable 
to find that grant of the application would be consistent with 
subsection (a),” it shall set the application for hearing as pro- 
vided in subsection (e). 

Furthermore, Section 311(a)(2) of the Act requires that “if 
the application is formally designated for hearing in accordance 
with Section 309, [the applicant] shall give notice of such 
hearing in such area at least ten days before commencement 
of such hearing.” No showing is made by the applicant, as re- 
quired by Section 1.594(g), 47 C.F.R. § 1.594(g) (1967), of 
our rules, that such notice was given. 

One of the purposes of the statutory requirement is to make 
the proposed transaction known to parties who may want to 
oppose it and appear at the hearing. The Commission majority 
made much of the point that no oppositions were originally 
filed against the merger. This point becomes meaningless in face 
of the fact that notice of the hearing was not given as provided 
in the Act and our rules. Although the Commission can waive 
its own rules, it cannot waive the statutory requirement. 


[5339] In spite of the rather substantial public interest in. 
and concern about this merger—even without compliance with 
the statutory notice requirements—the Commission was still 
to be subjected in its June 1967 oral argument to the absurd 
and pathetic spectacle of ITT counsel stating, 


When we argued in September. I pointed out to you 
then, and I repeat now... no one, but literally no one, 
has stepped forward and said as a member of the pub- 
lic... I want my views known because I am opposed to 
the merger. (R 4209-10) 


But there is far more to this case than a parade of authority in 
opposition to the majority’s action, and the persistence of ap- 
plicants’ counsel in misrepresenting that fact. 

The essential structure of this case remains as it was in Sep- 
tember. It is governed by Section 310(b) of the Communica- 
tions Act of 1934, in which Congress provided: 


No... station license . . . shall be transferred . . . 
except . . . upon finding by the Commission that the 
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public interest, convenience, and necessity will be served 
thereby. 


Although the case is characterized as a “merger,” which it is, 
it comes before the Commission because ABC (the American 
Broadcasting Companies, Inc.) proposes to transfer the title to 
its seventeen radio and television stations to an ITT (Inter- 
national Telephone and Telegraph Corporation) subsidiary. 
Thus, in order to “approve the merger,” the Commission ma- 
jority has had to find in a technical legal sense [5340] that the 
transfer of the seventeen ABC-owned stations to ITT will serve 
the “public interest, convenience, and necessity.” 

There are those who would argue that all Congress intended 
was that station transfers, and licensee mergers, should be 
registered with the Commission and given a stamp of approval, 
like a restaurant owner stamping the parking lot stubs of his 
patrons. They would say that the Commission “has no business 
interfering” in arms-length transactions by licensees in dis- 
posing of their stations so long as they do not violate express 
statutes or Commission regulations. Indeed, this appears to us 
to be the only possible rationale for supporting the result 
reached by the majority. Needless to say, we do not hold this 
view. Nor does the majority seem to. For why else would it 
seek, through a strained interpretation of the record, to spell out 
a “public interest” finding? 

We believe that when Congress said, “No . . . station license 
... Shall be transferred ... except... upon finding by the Com- 
mission that the public interest, convenience, and necessity will 
be served thereby,” it contemplated that some transfers would 
not serve the public interest. We believe Congress instructed 
this Commission to both seek and examine evidence that the 
public interest will be served by a proposed transfer. We believe 
the burden of coming forward with such evidence is on the 
applicants. We believe the burden of proof is theirs as well. 
We believe without such evidence a proposed merger [5341] 
must be disapproved. And we believe that evidence that the 
seeds of overall detriment to the public interest lie within a 
proposed merger precludes a Commission finding that it serves 
the public interest. Finally, we believe that if one accepts our 
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interpretation of Section 310(b) the analysis in our opinion is 
compelling. 

It is useful to an understanding of this case to see the parties 
and this procedure in historical and economic perspective and 
we have provided a “Chronology and Documents Index” as an 
Appendix to this opinion for that reason. We would also make 
reference to our earlier opinions in this case, ABC-ITT Merger, 
7 FCC. 2d 245, 263, 276, 278 (1966), for much of our analysis 
then is fully as relevant today. But a brief summary statement 
at this point may be useful. 

ITT is a sprawling international conglomerate of 433 sepa- 
rate boards of directors that derives about 60 percent of its in- 
come from its significant holdings in at least forty foreign 
countries. It is the ninth largest industrial corporation in the 
world in size of work force. In addition to its sale of electronic 
equipment to foreign governments, and operation of foreign 
countries’ telephone systems, roughly half of its domestic in- 
come comes from U.S. Government defense and space contracts. 
But it is also in the business of consumer finance, life insurance, 
investment funds, small loan companies, car rentals (ITT 
Avis, Inc.), and book publishing. Its President, Harold Geneen, 
announced a five-year plan in 1959 to double ITT’s sales and 
earnings [5342] and to increase the domestic portion of its in- 
come—principally through acquisitions. ABC is a part, and a 
most significant part, of ITT’s corporate growth. The five-year 
plan has more than succeeded, and the trend continues. 

ABC was born in 1941 when this Commission ordered RCA 
to divest itself of one of its two radio networks. It started with 
but two stations of its own, and substantial competition from 
CBS and NBC. In 1953 this Commission approved ABC’s 
merger with United Paramount Theatres. Paramount Tele- 
vision Prods., Inc., 17 F.C.C. 264 (1953). Today ABC owns 
399 theaters in 34 states, five VHF television stations, six AM 
and six FM stations (all in the top ten broadcasting markets), 
and, of course, one of the three major television networks and 
one of the four major radio networks in the world. Its 137 pri- 
mary television network affiliates can reach 93 percent of the 
50,000,000 television homes in the United States (more in 
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prime-time evenings through secondary affiliates), and its radio 
network affiliates can reach 97 percent of the 55,000,000 homes 
with radio receivers. ABC has interests in, and affiliations 
with, stations in 25 other nations, known as the “Worldvision 
Group.” ABC Films distributes filmed shows throughout this 
country and abroad. It is heavily involved in the record busi- 
ness, and subsidiaries publish three farm papers. From net 
sales of $18.8 million in 1943 the company’s revenues climbed 
to $476.5 million in 1965—of which $361.6 million came from 
broadcasting. 

[5343] Quite obviously, no corporation sets out to acquire 
another because the merger is thought to be a way to serve the 
corporation’s “public interest” responsibilities. Corporations 
merge to serve the personal and private interests of manage- 
ment and their broader corporate responsibilities. That is not 
to say that a merger conceived and designed to serve private 
interests cannot also serve the public interest. Not at all. It is 
only to say that the evaluation of the public interest served 
by a merger must be undertaken with a no-nonsense awareness 
of the private interest realities at stake, and that the burden of 
meeting a public interest test is substantial and falls squarely 
on the shoulders of the applicants. 

ITT’s drive for acquisition of domestic companies has al- 
ready been detailed. ABC’s interest in the merger, on the other 
hand, grew principally out of its desire to insulate management 
from the pressure of minority shareholders—principally Mr. 
Norton Simon. In spite of ABC’s elimination of cumulative 
voting rights in 1964, Mr. Simon’s nine percent interest had 
become a substantial threat by the summer of 1965. See gen- 
erally, 7 F.C.C. 2d 245, 278 at 292-93 (1966). 

Yet it was Mr. Geneen of ITT, however, who initiated and 
actively pursued the merger negotiations throughout. Talk be- 
came serious in late 1965. The merger agreement was signed in 
February 1966 and filed with the Commission in March. The 
Commission asked [5344] for, and received, additional filings 
from the parties in July, and in August ordered a hearing to be 
held in September. 

The September 19 and 20 “hearing” before the Commis- 
sion—characterized by the majority in its December opinion 
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as occupying “two unusually long days” (par. 12)—consisted 
of presentations by the parties to the merger and questions by 
some of the Commissioners. No effective participation or cross- 
examination was requested or provided from the FCC staff or 
any other party representing the public interest, and the hear- 
ing was decidedly not “adversary” in any conventional sense. 
Additional material was requested from the parties by some 
Commissioners in October and November, and the Commis- 
sion’s decision issued on December 21, 1966. In our dissents 
at that time we pointed out, among other things, the incongru- 
ity of the Commission majority approving the merger on the 
grounds of ABC’s need for capital in the face of the letter from 
the Assistant Attorney General (Antitrust) Turner of the eve- 
ning before revealing that ITT thought it would be able to take 
$100 million out of ABC over the next five years. 

The Department of Justice filed a petition for reconsidera- 
tion in January 1967, and on February 1, 1967 the Commission 
stayed its December 1966 order approving the merger. Nu- 
merous documents were filed by the Department and the appli- 
cants in February, and on March 16, the Commission—with 
three of the Commissioners in the [5345] present majority 
“abstaining”—voted to hold an expedited evidentiary hearing 
before a hearing examiner. The hearing ran from April 10 to 
26, and produced 3,275 pages of record and 553 exhibits. Pro- 
posed findings of fact and briefs were filed by the parties during 
May, and oral argument was once again held before the full 
Commission (with, this time, the full participation of the 
Broadcast Bureau and the Department of Justice) on June 1 
and 2, 1967. Now, roughly three weeks later, these opinions 
are issued. 

The issues in the case have changed in some significant re- 
spects that are discussed later in our opinion. But they remain, 
in general, as they were in September. 

The applicants allege that ABC is a dangerously weak third 
in the television networking business, and that ABC has not 
been able to show sufficient growth to narrow the gap between 
it and CBS and NBC. If its competitive position is not im- 
proved, they allege, ABC’s programming will deteriorate 
further, including cut-backs in its “unremunerative” news and 
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public affairs programming. They say ABC has financial needs 
for additional physical facilities and other purposes that it is 
unable to meet from current income or borrowing, and that 
ITT will make available the additional financial resources and 
technological support necessary to make ABC a “fully com- 
petitive” network. In response to the alleged public detriments 
from the merger, the parties offer assurances that ABC will be 
completely independent of ITT in its [5346] news and public 
affairs presentations, and in stating positions before the FCC 
contrary to those of ITT. They promise that the companies 
will not engage in reciprocal dealing with third parties or 
otherwise impede competition in the broadcasting business. 
And they argue that the merger will not remove ITT as a po- 
tential force in the broadcasting or cable television business 
because its interests in both were minimal and had been sub- 
stantially curtailed for reasons unrelated to the merger. 

After a close and careful examination of all the evidence 
we have concluded that: 


—(1) in allowing ITT to acquire ABC, the merger will 
have the effect of eliminating the probably significant 
competitive influences which ITT could be expected to 
exert on broadcasting if it did not own ABC 

—(2) while there might be some incentive to ITT to do 
research which would advance broadcasting technology 
as a result of the merger, it is more likely that there will 
be a significant retardation of truly meaningful com- 
munications technological advance 

—(3) the merger will eliminate ABC as an active op- 
ponent of ITT’s common carrier positions and, by re- 
ducing the independent networks to one, will seriously 
jeopardize the effectiveness of the Commission’s delib- 
erations on common carrier tariffs and other proposals 
—(4) the joinder of ITT, a prototypic conglomerate, 
with one of the three major broadcasting entities in 
this country, presents probable danger to the independ-: 
ence of ABC’s news and public affairs programming— 
as evidenced particularly by ITT’s extraordinary actions 
with respect to the press during the pendency of this 
very hearing 
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[5347] —(5) there is no real danger that ABC could not carry 
through its entire planned expansion without the 
merger, and there is no credible evidence whatsoever 
that those same future expenditures provided any mo- 
tive for the merger. 


(The Justice Department has also argued that the merger will 
have a harmful effect on the advertising market by channeling 
ITT’s advertising exclusively to ABC and by presenting the 
possibility of reciprocal dealings by ITT. We do not believe 
that this is significant because the part of the advertising 
market which ITT could conceivably foreclose is so small that 
any anticompetitive effect would be minimal.) 

In analyzing this case and preparing our dissenting opinion 

we have been troubled by the fact that in virtually every in- 
stance the applicants’ assertions, and the majority’s opinion, 
are premised on nothing more substantial than the parties’ own 
self-serving declarations. In this opinion we endeavor to com- 
pare those self-serving statements to the FCC with the parties’ 
earlier testimony, the documentary record of their views at the 
time of the transactions in question, and the common ex- 
perience of mankind with these ard other parties. One cannot 
say that there are no statements of the interested parties which 
support the majority’s conclusions. There often are. However, 
the quest must be to establish whether these statements rest 
on any meaningful basis of credibility to sustain the parties’ 
burden of proof. Unfortunately, therefore, it is necessary for us 
to examine, in addition to other evidence, the conduct and 
credibility of the parties and their testimony. They, and the 
majority, give us no option. 
[5348] Have the parties been candid with this Commission? 
Have they demonstrated a respect for the responsibility and 
authority of government—and the independence of the press? 
Have they been overbearing and overzealous in the presenta- 
tion of their case? These are the questions we address in the next 
section of this opinion—questions that must be addressed in a 
case that rests almost entirely upon the majority’s acceptance 
of the self-serving assertions and assurances of the applicants. 
The answers present, we think, not a pretty picture. 


[5349] II. Tue Appircanrs’ Conpucr Raises SUBSTANTIAL 
QUESTION AS TO THE CREDIBILITY OF THEIR SELF-SERVING 
STATEMENTS 


Many of the issues in this case turn on the intentions, mo- 
tives and plans of officials of the two merging companies at 
various times over the last four years. In many instances the 
evidence bearing on these intentions, motives and plans is of 
two kinds: first, memoranda, minutes and other internal docu- 
ments of the companies prepared at meetings or in response to 
requests at the various times in question; second, the later testi- 
mony of the various officials involved at the original September 
“hearing” and at the supplemental hearing. 

For numerous issues the contemporaneous documentary evi- 
dence would tend to indicate—more or less strongly—one de- 
cision, while the September and supplemental testimony indi- 
cates the opposite. In those cases the majority has chosen, 
almost invariably, to believe the testimony and to disregard or 
ignore, or tuck into footnotes without comment, the docu- 
mentary evidence to the contrary. Where there is only self-serv- 
ing testimony it is believed. Where there is no evidence, not 
even from the applicants, the majority fills in the blanks with 
its own “expertise.” In addition, the majority places overriding 
faith in further representations of ABC and ITT officials of 
present intentions with regard to future conduct. 

Now it is a standard rule of evidence which accords with the 
most elementary common sense that spontaneous and con- 
temporaneous [5250] documentary evidence of intention, mo- 
tive and understanding is more probative than later retro- 
spective testimony. See, e.g., United States v. United States 
Gypsum Co., 333 U.S. 364, 396 (1948). This case presents a 
great deal of concrete evidence of the wisdom of this rule. For 
in many instances the officials’ testimony, especially at the 
September hearing when no party opposed their merger plans, 
is so clearly at odds with the other evidence that no credit can 
be given to it whatsoever. In numerous other cases there is 
flagrant under and overstatement by the parties to the merger— 
always in the service of their cause. Perhaps this is understand- 
able. The parties come before us as advocates, seeking to impress 
us with the merit of their case. But the testimony they have 
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given has been so lacking in candor, so careless of the need to 
inform us in an honest and forthright way, that it is simply 
incredible that the majority can place such abiding faith in their 
every word. Especially is this so with regard to representations 
of future intention. Quite obviously these statements are made 
in the same spirit of advocacy as are the distorted interpreta- 
tions of the past, and they should be taken with the same mound 
of salt. 

But the parties’ conduct in pursuit of this merger has not 
stopped with disingenuousness before this Commission. It has 
been evidenced by overbearing and presumptuous conduct to- 
ward the press, and a desire to distort and pervert the media in 
their reporting of [5351] these proceedings. It has continued 
with overzealous conduct by counsel, going far beyond the 
bounds of accepted advocacy. It has seen the calling of so-called 
expert witnesses whose testimony does—and must be assumed 
to have been intended to—distort rather than clarify the rec- 
ord, and the introduction of slanted and obscuring documentary 
evidence. Moreover, as we discuss later in Section VI, ITT’s past 
pattern of relations with foreign and domestic governments 
only intensifies our concern. 

In the light of this consistent syndrome of the most intense 
and overbearing advocacy, we would think it imperative that 
the evidence and testimony of both ABC and ITT be scrutinized 
most carefully. The majority has chosen rather to scrutinize 
it only selectively and in the service of finding evidence to sup- 
port approval of the merger. For that reason we must under- 
take the scrutiny ourselves. But first let us partially document 
the cause for our concern. 

A. CANDOR 


Examples of the applicants’ lack of candor with this Com- 
mission are rampant. Here are a few involving limits on ABC’s 
borrowing capability and its long-range pre-merger plans for 
expansion, ITT’s interest in CATV and broadcasting proper- 
ties, and ITT’s policies toward subsidiary autonomy. 

[5352] Perhaps the most serious example of this lack of can- 
dor was in connection with Mr. Goldenson’s representations at 
the September hearing regarding a so-called “50% limitation” 
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of ABC’s borrowing capacity. Mr. Goldenson interrupted Mr. 
Geneen’s testimony at the September hearing to say, 


If I may interrupt, in order to try to clear this record 
if I may, under our Metropolitan loan where we have 
borrowed $70 million, it provides that we have a limita- 
tion of 50 percent of our assets as the outside limit 67 our 
borrowing. With the $25 million we have just provided 
for in borrowing from the bank, we are therefore 
presently at a 47 percent level, so that gives us a lati- 
tude of 3 percent of our $200 million. (Goldenson 567). 


Mr. Goldenson’s volunteered statement at that time was in- 
correct. There is no provision in the Metropolitan loan 
agreement or any other debt instrument of ABC that limits 
further borrowing to 50 percent of assets. Mr. Siegel, who knew 
that there was no such provision so informed Mr. Goldenson 
within a day or two after the hearing. (Siegel 2454). The Com- 
mission was never notified of this error until the supplementary 
hearing. and then only on cross-examination. The Commission’s 
December opinion approving the merger specifically relied on 
this limitation, saying, “Commitments made under existing loan 
agreements limit further borrowing by ABC to $6 million.” (par. 
24). ABC has attempted an explanation of this dereliction, but, 
considering the importance of the point at issue and the Com- 
mission’s reliance upon this representation, the explanation is 
quite unsatisfactory. [5353] Mr. Siegel testified that he was 
warned orally by an officer of Metropolitan Life that ABC’s 
borrowing was approaching 50 percent of assets. He took this 
to be a “warning that we were getting pretty close to the danger 
line.” (Siegel 2457). But the Metropolitan officer involved 
testified that he had no recollection of having given any such 
warning to ABC. (Charbonnier 1331-32, 1338). On the basis 
of this oral warning, which was neither formal nor standard 
enough for the insurance company officer now to recall it, Mr. 
Siegel in turn warned Mr. Goldenson and Goldenson interrupted 
another’s testimony to inform—or, rather, to misinform—the 
Commission. 

The parties, still insisting that there was a 50 percent limita- 
tion and refusing to recognize any relevant distinction between 
a “provision” in a contract and an oral warning not recalled 
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by the creditor’s representative, continue in their recent briefs 
to overstate and misrepresent their case. ABC and ITT con- 
tend that, “The record makes clear that the Metropolitan in- 
deed had given ABC the 50% warning. . . . In his April 3, 
1967 letter to the Department, Mr. Charbonnier confirmed 
that Metropolitan would not consent to additional senior bor- 
rowing by ABC above a 50% debt ratio.” (ABC-ITT Reply 
Brief, p. 33). Actually what Mr. Charbonnier said, referring to 
his conversation with Mr. Siegel, was, 


[A]t the time I certainly was aware that ABC was 
approaching a 50% debt level and in view of this condi- 
tion it would have been normal for me to indicate that 
we would not like to consent to the incurrence of addi- 
tional senior debt which would result in a [5354] debt 
ratio of 50% or more. As I might have indicated on 
March 28, a 50% total debt ratio (i.e., total senior and 
subordinated debt as related to total net tangible 
assets) is quite common in both public debt issues as 
well as in debt issues that are placed directly with institu- 
tional lenders. (AR 41, att. 5, p. 2). 


Thus Mr. Charbonnier did not confirm that Metropolitan 
would not consent to additional senior debt. Moreover, he 
testified quite explicitly that the Metropolitan has never had 
any occasion to determine the maximum amount it would be 
prepared to lend ABC (to say nothing of the amount it would 
be prepared to allow others to lend ABC). (Charbonnier 1328). 
Neither Mr. Goldenson, nor the Commission in reliance on 
Goldenson’s representations, restricted the limitation to senior 
debt. And the suggestion that an oral “warning” is in any case 
the equivalent of a written contractual provision is unworthy 
of sophisticated businessmen and lawyers. ABC’s clear duty 
was to inform the Commission of the true state of affairs and 
not wait to rationalize its dereliction after the truth had been 
discovered. 

On July 20, 1966 the Commission wrote Mr. Goldenson, ask- 
ing for “a statement specifying in further detail the manner 
in which the financial resources of ITT will enable ABC to im- 
prove its program services and thereby better to serve the pub- 
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lic interest.” In reply Mr. Goldenson wrote: “Illustrative of the 
capital requirements for plant and equipment [emphasis in 
original] already known and planned by ABC [emphasis 
added] are . . . approximately $90.0 million for constructing 
and equipping new [emphasis in original] [5355] studio com- 
plexes to be built in New York and Los Angeles, as a part of our 
long range plan.” The facts surrounding calculation of that $90 
million figure are essentially uncontested. Mr. Goldenson re- 
lied on Mr. Siegel, ABC Vice President, for the figure. (Golden- 
son 1536). Mr. Siegel asked a Mr. Marks, then head of ABC’s 
construction department, to arrive at an estimate, and it was 
Mr. Marks who put together the figure of $90 million. (Siegel 
2389). Mr. Siegel’s understanding is that Marks arrived at that 
number by adding together three other estimates: $17 million 
for Hollywood construction, $40 million for New York construc- 
tion, and $33 million “for the cost of equipping the new studios 
and renovating the existing properties in New York.” (Siegel 
2540). Each of these three components can be questioned, but 
the insubstantial nature of the information on which the $40 
million estimate for New York construction is based is probably 
most obvious. 

In December of 1964, ABC had authorized $300,000 “for 
architectural and engineering fees for preparation of designs 
and plans for . . . alterations and improvements” of its New 
York properties. (AR 8). The Austin company was employed 
to make these plans. The New York Austin plan was presented 
on June 20, 1966. (AR 39). It was discussed at a meeting on 
July 8, 1966, and was rejected by both Mr. Goldenson and Mr. 
Siegel because it took too short-range a view. (AR 19; Golden- 
son 1532; Siegel 2394-95). But in January of 1966, [5356] based 
on what was then available of this New York Austin plan, the 
Diesel Construction Company submitted an “approximate” 
estimate of $39,050,000 for the New York construction. (AR 
15). It was this Diesel estimate, based on a then-rejected Austin 
plan and formulated about five months before that Austin plan 
was in final form, which formed the basis for the $40 million 
estimate for New York construction. (Barnathan 2107-08). 
Thus it is quite clear that the estimate in Mr. Goldenson’s letter 
was designed to dramatize ABC’s need for funds with little con- 
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cern for the foundation which it had in fact. And the representa- 
tion by Mr. Goldenson that the $90 million represented “capital 
requirements for plant and equipment already known and 
planned by ABC” is simply unfounded. 

Mr. Geneen’s testimonial legedermain was slightly more 
subtle but no less disingenuous. Thus, he testified in September 
that ITT had “some very small CATV experimental opera- 
tions.” (Geneen 516). These “small experimental operations” 
were described by internal ITT memoranda as a “full-scale 
CATV effort.” (J 119). An entrepreneur with whom ITT had 
discussions testified that ITT officials told him at one time the 
company intended to become the largest CATV firm in this 
country. (Levey 3150). Mr. Geneen was quite familiar with 
ITT’s activity, as is evidenced by a November 1, 1965 memo- 
randum which he sent to an ITT CATV official. Geneen said, 
[5357] “Per your recent report we have committed, or will have 
spent by year end, $10 million in support of new operating 
franchises, ... The work done to date by your division I think 
is outstanding in its ability to move fast and ‘nail down’ the 
locations developed.” (J 74). And only four days earlier Geneen 
had sent a memorandum outlining in detail the problems which 
he felt were posed by ITT’s CATV program, testifying both to 
his very acute and probing mind and to his intimate knowledge 
of ITT’s very extensive and serious interest in CATV. (J 134). 
The only possible conclusion from his September testimony is 
that he knowingly minimized ITT’s pre-merger interest and 
potential as a competitive force in CATV in an attempt to 
strengthen the case for the merger (as not diminishing com- 
petition). 

At the September hearing Mr. Geneen also testified, with 
regard to ITT’s interest in broadcasting stations. He said, “We 
did hold some conversations from time to time in a general 
way, with people who purported to think we should get into 
stations, and that sort of thing, but we never got anywhere 
with that.” (Geneen 592). This suggests that others thought 
ITT should get into broadcasting, but that ITT was not seri- 
ously interested. However, an ITT document which was pre- 
sented to the Board in support of the ABC merger proposal 
said: “As you know, for about two years we have been inten- 
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sively researching the broadcasting industry, and closely follow- 
ing all developments that might lead to possible acquisitions, 
because of [5358] our belief that this industry represented 
one of the most attractive fields for potential ITT entry.” (J 
238). Geneen’s reaction, from the start of ITT’s pursuit of 
broadcasting stations, has been described as “very favorable.” 
(Graham 2603). Mr. Geneen himself engaged in negotiations 
for one television station, and it seems rather clear that he ex- 
tended an offer for that station. (Graham 2599). In addition 
he personally met with a station broker who was examining 
stations for possible ITT purchase. (Geneen 1805-06). Thus 
Mr. Geneen’s September representation that it was others 
who tried to interest ITT in buying stations, with ITT’s inter- 
est a passive one, was a knowing and gross understatement of 
the actual state of affairs. 

With regard to the station in the negotiations for which 
Mr. Geneen personally engaged, he again made misleading rep- 
resentations at the supplemental hearing. Mr. John Graham, a 
former ITT vice president and director, testified that he and 
Geneen visited WTIC in Hartford in August or September of 
1963, and that Geneen there made an offer of $35 million for 
the station. (Graham 2599). Mr. Geneen testified that he did 
not make an offer and that the WTIC officials were asking $35 
million. He contends that he considered this price too high. 
(Geneen 1818). Yet Mr. Geneen sent a cable to Mr. Graham on 
September 7, 1963 in which, referring to the terms of the securi- 
ties to be exchanged for WTIC, he said, “the offer is indeed 
generous. . . . My feeling is we should trade hard at this point 
having [5359] been generous.” (J 142). Either his testimony 
with regard to who initiated the $35 million offer, or as to his 
own feelings at the time about the figure, was erroneous. 

In his July 1965 letter to the Commission Geneen assured 
us that “ABC will operate as a substantially autonomous sub- 
sidiary.” In the September hearing, he employed the same 
term—“substantially autonomous”—to describe the manage- 
ments in the “ITT management system.” (Geneen 165). And 
he described “the proposed method of operation of ABC as 
& substantially autonomous subsidiary” as “harmonious with 
the present ITT management system.” (Geneen 167). And 
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again, in assuring the Commission that all viewpoints on com- 
mon carrier matters would be presented to the Commission if 
@ conflict developed within ITT, Geneen said, “the ITT man- 
agement system of substantially autonomous subsidiaries will 
enable and, in fact, require both divisions to present their sepa- 
rate views to the Commission. .. .” (Geneen 172). The Com- 
mission in its December opinion placed great reliance on these 
assurances of substantial autonomy for ABC. (par. 22). It is 
fair to assume that this reliance was bolstered by the repre- 
sentations that the ITT system already afforded subsidiaries 
substantial autonomy. At the supplemental hearing, on the 
other hand, it became clear that ITT was one of the most 
tightly and centrally run conglomerate companies in the coun- 
try. (Graham 2609, 2615). At that second hearing, where it 
was clear that there would be substantial [5360] testimony 
about the way ITT was actually run, Geneen’s choice of words 
in describing ABC’s relationship to ITT had changed. It was 
“a unique set up that we have proposed in the case of ABC.” 
(Geneen 1870; see Geneen 1900, 1907, 1916, 1924). 

These examples could be multiplied further, but the lesson 
is fairly clear. On one or two occasions such lapses could be 


attributed to faulty memory. But the misrepresentations and 
exaggerations follow a consistent pattern: they all tend to 
strengthen the case for the merger. Under such circumstances 
the conclusion is inescapable that they are part of a knowing 
attempt to mislead the Commission. They must, therefore, 
substantially detract from the majority’s reliance on such self- 
serving statements in struggling to justify the merger. 


B. Overbearing Conduct 


There are several other incidents revealed by the record 
which show the disdain in which ITT holds this Commission, 
and other persons and institutions in our society, seen as 
bothersome obstacles in the way of the merger or other ITT 
design. Such conduct is relevant to the credibility of ITT’s 
self-serving statements generally, and especially its assurances 
to this Commission of its regard for the integrity and inde- 
pendence of ABC programming decisions and of its sense of 
responsibility in making commitments to this Commission as 
a broadcast licensee. 


386 


[5361] Within the past two years and with the necessary 
Commission approval, ITT acquired Press Wireless, a special- 
ized international carrier serving the press. Subsequently, and 
without the necessary Commission approval, ITT transferred 
the company from one subsidiary to another. Then ITT sought 
Commission approval of the transfer. Despite numerous con- 
tacts with the Commission staff aimed at expediting approval, 
ITT officials never informed the Commission that the transfer 
had long since been accomplished. (Samuelson 3346-48; BB 
Proposed Findings 107-16). Thus, having arrogated to itself 
the right to shift ownership of the regulated carrier without 
the required Commission consent, ITT then concealed this 
fact while trying to obtain subsequent ratification of the result. 

The most shocking example of the measures which ITT has 
employed in pursuit of this merger is its treatment and attitude 
towards the working press reporting these proceedings. Three 
reporters testified regarding contacts with ITT officials. An AP 
and a UPI reporter testified to several phone calls to their 
homes by ITT public relations men, variously asking them to 
change their stories and make inquiries for ITT with regard 
to stories by other reporters, and to use their influence 2s mem- 
bers of the press to obtain for ITT confidential information 
from the Department of Justice regarding its intentions. (Aug 
2997-3003; Stout 3003-21). Such repeated remonstrances and 
requests, and the willingness to contact the reporters at home 
indicate [5362] a zealousness which we believe, at least, an 
unusual evidencing of extraordinary sensitivity to press 
treatment. 

Even far more serious were the several encounters between 
ITT officials and New York Times reporter, Mrs. Eileen Shana- 
han Waits, known professionally as Eileen Shanahan. Miss 
Shanahan testified that she had been contacted by ITT officials 
on five or six occasions. Several were brief encounters, and she 
elaborated only on the four most important conversations. 
(Shanahan 2957). 

In one short call, an ITT official, whose identity Miss Shana- 
han could not recall, communicated a company response in one 
of the developments of the case and said “something to the 
effect, ‘I expect to see that in the paper, high up in your story.’ ” 
(Shanahan 2958). 
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On another occasion Mr. Edward J. Gerrity, Senior ITT 
Vice President in charge of public relations, came to her office 
with another man whose identity she could not recall. In an 
indirect way Mr. Gerrity asked to look at the story Miss Shana- 
han was then writing, a request which she considered “an im- 
proper thing to ask a reporter,” a fact which she felt Gerrity 
also knew. (Shanahan 2959). Gerrity asked her if the Times 
was going to run the text of an FCC order dealing with the 
case (an order which commented on the lateness of the De- 
partment of Justice request for reconsideration). She indicated 
that it was not a significant enough document, but Gerrity per- 
sisted and said, “You mean you did not even recommend the 
use of text?” [5363] (Shanahan 2959-60). She described Ger- 
rity’s tone on this occasion as “accusatory and certainly nasty,” 
and said, “He badgered me again.” (Shanahan 2961). The con- 
versation continued and Gerrity asked whether she had been 
following the price of ABC and ITT stock. When she indicated 
that she had not, he asked if she didn’t feel she had a “respon- 
sibility to the shareholders who might lose money as a result 
of what” she wrote. (Shanahan 2962). She replied that “My 
responsibility was to find out the truth and print it.” (Shana- 
han 2962). 

Gerrity then asked if Miss Shanahan was aware “that Com- 
missioner Nicholas Johnson was working with some people in 
Congress on legislation that would forbid any newspaper from 
owning any broadcast property.” (Shanahan 2962). On cross- 
examination Miss Shanahan recalled that Gerrity had men- 
tioned that Commissioner Johnson had been working with 
Senator Gaylord Nelson of Wisconsin on this legislation. 
(Shanahan 2976). The one of us directly involved hereby flatly 
denies any such collaboration, as has Senator Nelson, who 
further made it clear that Commissioner Johnson and he have 
never met. Gerrity, according to Miss Shanahan, felt that this 
false information was something she “ought to nass on to [her] 
. .. publisher before [she wrote] .. . anything further about 
Commissioner Johnson’s opinions in anything.” (Shanahan 
2962). (Commissioner Johnson dissented to the original ap- 
proval of the merger.) The obvious implication of this remark, 
as Miss [5364] Shanahan apparently recognized (Shanahan 
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2962), was that, since the Times owns radio stations it would 
want to consider its economic interests in deciding what to 
publish about broadcasting in its newspaper. 

This single incident, one might note, evidences (1) overbear- 
ing behavior generally, (2) an insensitivity to the independence 
of the press, (3) a contempt for the proper functioning of gov- 
ernment, (4) either a willingness to engage in deliberate mis- 
representations of fact, or incredible naiveté in accepting and 
spreading unsubstantiated rumor, and (5) an attitude com- 
pletely accepting the propriety, indeed the inevitability, of 
news reports reflecting the extraneous economic interests of a 
reporter’s friends or employers. 

The third encounter between ITT officials and Miss Shana- 
han was in February of 1967, after the Justice Department had 
filed documentary evidence with the Commission and Miss 
Shanahan had written a story on those filings. John Horner, 
ITT’s head of public relations in Washington, called Miss 
Shanahan and immediately accused her of being unfair in her 
reporting. (Shanahan 2963-64). He objected to several parts 
of her story but particularly to her report that the Justice 
Department was expected to go to court if the Commission 
refused to reopen the case. Horner told Miss Shanahan that 
the Justice Department “had issued a statement saying that it 
would not go to court.” (Shanahan 2965). She had not heard 
of any such statement, so she asked Horner to read it to her. 
He did, and the “state [5365] turned out to say that “the De- 
partment had not decided what it would do if the Commission 
refused to reopen the hearing.” (Shanahan 2965). Miss Shana- 
han pointed out to Horner that he had “improperly character- 
ized” the statement. (Shanahan 2965). Horner insisted that her 
treatment had been unfair, and she became angry. Her col- 
leagues tell her that she “shouted at him.” (Shanahan 2966). 
After the conversation with Horner had ended, Miss Shanahan 
checked with the Information Office at the Department of 
Justice because she had never heard of the “statement” which 
Horner had said the Department had issued. It turned out that 
the Department had never issued any such “statement” but that 
the information had been contained in a private communica- 
tion to ITT. (Shanahan 2984). 
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On another occasion, during the course of the supplemental 
hearings, Miss Shanahan returned to the hearing room, having 
missed some of the proceedings. She encountered Horner who 
informed her of an incident which had taken place in her 
absence, and then said twice, “And I expect to see headlines 
just as big on this one as on what happened the other day” 
(Shanahan 2967)—presumably a reference to stories reporting 
the Hearing Examiner’s comments upon discovering the ap- 
plicants were violating his order by slipping notes to witnesses 
supposed to be uninformed of others’ testimony. She charac- 
terized his tone as “insistent and nasty.” (Shanahan 2968). 
Miss Shanahan, [5366] who has worked for The New York 
Times as 4 reporter for five years could recall only one com- 
parable incident in all that time. (Shanahan 2970). 

This conduct—in which at least three ITT officials, includ- 
ing a Senior Vice President, were involved—demonstrates an 
abrasive self-righteousness in dealing with the press, a shock- 
ing insensitivity to its independence and integrity, a willingness 
to spread false stories in furtherance of self-interest, contempt 
for government officials as well as the press, and an assumption 
that even as prestigious a news medium as The New York Times 
would, as a matter of course, want to present the news so as 
to best serve its own economic interests (as well as the economic 
interests of other large business corporations). Despite this, 
ITT offered no rebuttal of any of the testimony of Miss 
Shanahan. 

The record is silent on whether the conduct was ordered, 
encouraged, or merely condoned by the top management of 
ITT. The least that can be said is that the officials involved 
presumably thought they were acting in accord with the wishes 
or policies of top management, or in the interests of the cor- 
poration. There is no evidence of any contrition on the part of 
the officials involved or of any reprimand having been admin- 
istered to them. Indeed, although the parties characterize the 
conduct in their brief as seeming “overzealous to Miss Shana- 
han” (ABC-ITT Findings, p. 104), ITT has failed to this day 
to concede that it was improper. 

[5367] ITT officials performed these acts and displayed these 
attitudes in a period which should have been filled with in- 
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centive for the most exemplary behavior because of the 
company’s assurances about ABC’s freedom from news man- 
agement and pressure. Certainly, it is likely that never again 
will there be such a depth and immediacy of public scrutiny 
of ITT’s posture in this regard. Yet, with full knowledge of 
this public attention, ITT not only failed to match its assur- 
ances about the future with its deeds of the present, but actually 
conducted itself in a deliberate manner that gives these as- 
surances a distinctly hollow ring. If ITT behaved this way with 
the spotlight on it, how much credibility can be given to as- 
surances that ITT would not be led to similar conduct when 
the pressures, subtle and overt, can be transmitted with a 
minimum of visibility and accountability? It is not unreason- 
able, therefore, to believe that ITT would evidence similar 
disdain for ABC as a press medium, whether arising from such 
misguided managerial élan or-conflicting business goals inherent 
in its conglomerate and international operations. 

There is no direct evidence of Mr. Geneen’s involvement in 
Mr. Gerrity’s or Mr. Horner’s conduct regarding the Times. But 
that is no answer. Either their conduct was expressly directed, 
or they assumed it was what would be expected of them under 
the circumstances. Obviously, they were not on a frolic of their 
own and must have assumed they were serving ITT’s interests. 
Even if this [5368] behavior were expressly prohibited by com- 
pany policy (which has not been even suggested by ITT), ITT 
would then be left with the fact that it cannot guarantee ABC’s 
autonomy. If it cannot control its own Senior Vice President’s 
conduct it has little hope of controlling lesser officials and 
employees. Whatever may have been Mr. Gerrity’s and Mr. 
Horner’s instructions in this instance, however, there is record 
evidence that, on at least one other occasion, Mr. Geneen did 
expressly call on Mr. Gerrity to apply pressure to an organiza- 
tion which was rumored to be taking action inimical to ITT’s 
interests. On July 11, 1966, Geneen sent a memorandum to 
Gerrity, in which he said: 

Leonard Goldenson tells me that Art Nielsen’s com- 
pany has approached them re elimination of the 30 
market Nielsen ratings. 
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As you realize, ABC has the most interest in the con- 
tinuation of these ratings because they are the one place 
that they can show program performance on an equal 
coverage basis since there are 30 markets in which all 
three networks are fully represented. 

We have reason to believe that probably Columbia 
Broadcasting is behind such a move. 

In any event, will you call Art Nielsen and sound him 
out for (a) objections to doing this; and (b) suggest in 
a gentle way that since ABC is in the underdog position 
that the elimination of these ratings at this point would 
have a serious effect on its advertising presentation 
capability and competitive position and “we wouldn’t 
blame them at all” if they wanted to react with a Con- 
gressional inquiry or whatever thoughts you come up 
with that might make him think twice about doing it. 

[5369] 

Somehow or other, as long as he is getting paid for it, 
why should he cut it out except for reasons of such pres- 
sure. (J 322) (emphasis added). 

The wording of this memorandum is ambiguous as to whether 
the possible reaction with a Congressional inquiry is ascribed 
to Nielsen (against CBS) or ABC (against Nielsen). It makes 
little difference. In any case the memorandum reflects (1) a 
premature assumption of managerial involvement in ABC’s 
affairs before the merger was approved, (2) ire at the thought of 
someone bucking even a hoped-for ITT enterprise, (3) an as- 
sumption that Congressional investigations can be turned on 
and off by any business, and (4) that threats of Congressional 
investigations are an accepted way to accomplish things in the 
business world in which ITT travels. If Geneen was reporting 
that ABC might consider a Congressional inquiry, it would 
seem to be an example of the acceptance by both companies of 
the practice of business by intimidation. 

The conduct by ITT lawyers during the supplementary 
hearings, and in preparation therefor, has been no less high- 
handed. 

One lawyer telephoned a witness proffered by the Depart- 
ment of Justice, and, in a two hour conversation, tried to get 
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him to change three sentences in the testimony which he was 
proposing to give. (Hill 1704-15). On cross-examination, when 
asked if he felt he had been pressured, his first reaction was: 
“Tt depends. I am fairly [5370] tough, but two hours on a 
telephone, you know. I don’t know. You can interpret that in 
your own way.” (Hill 1721). 

Earlier in the hearing another example had come to light of 
the disregard by ITT lawyers of the normal processes of litiga- 
tion. The Chief Hearing Examiner, who was conducting the 
hearing, ruled on the first day that all subsequent witnesses be 
excluded from the hearing room while any witness was testify- 
ing. Later that same day one of the lawyers for the Justice 
Department complained that “Mr. Brittenham [ITT’s Gen- 
eral Counsel] was walking out with notes, and taking them into 
the conference room and giving them to the witnesses in there, 
and he so admitted to me when I saw him in the hall just a 
few moments ago.” (R 901). The Chief Hearing Examiner im- 
mediately ruled, “The practice will be discontinued. It is im- 
proper.” (R 901). 

In addition the ABC lawyers must be held in large part 
responsible for the extraordinary testimony of Wilbur L. Ross, 
Jr., a general partner of the Wall Street firm of Faulkner, Daw- 
kins & Sullivan. 

ABC offered Ross as an expert witness to comment upon 
testimony and financing proposals offered by Professor John 
Burton, an expert proffered by the Justice Department. Pro- 
fessor Burton had incorrectly assumed that ABC’s pre-tax 
earnings had declined 1/10 percent from 1965 to 1966. In fact 
these earnings had increased approximately 10.5 percent in 
that period. Ross knew throughout [5371] his testimony that 
Burton had been in error. (Ross 3776). Nonetheless, without 
any indication that he knew of an error in Burton’s assump- 
tions, he testified as if they were true. 

Ross indicated that he had studied ABC’s past earnings his- 
tory and, when asked, “What did you find that to be?” he 
said, “We find the following pattern. Between 1961 and 1962 
pre-tax earnings rose seven percent. 63 over 62, pre-tax earn- 
ings declined 28 percent. 64 over 63, they rose by 35 percent. 
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65 over 64 they rose by 30 percent. 66 over 65, they declined 
by one-tenth of one percent.” (Ross 3561). An ABC exhibit 
had forecast a 15 percent growth in earnings per year for ABC 
over the next four years. (AR 3). ABC’s earnings had risen in 
four of the past five years, but Burton’s erroneous assumption 
indicated that they had risen in only three of those years. When 
asked if a lender would contrast ABC’s forecast with the history, 
Ross testified, “Presumably you would have to explain why the 
future would be so markedly different from the past and, of 
course, it is a very dramatic difference, whereas in two of the 
past years you have had actual declines in earnings as opposed 
to this progression of compound growth in the future.” (Ross 
3561) (emphasis added). When comparing ABC with several 
other group owners of broadcasting stations, Ross again said 
“None of the group companies has any down year in earnings 
indicated on the whole sheet. American Broadcasting has two 
pre-tax declines out of the five-year period.” (Ross 3576). 
[5372] When asked if a lender would take these differences into 
account, he said, “Yes, sir, I believe he would.” (Ross 3576). 
Again in testifying about how a lender would view ABC’s 15 
percent projection, he said, “It is a difference from the historic 
pattern . . . which would be 15 percent compounding of 
growth as opposed to the most recent pattern from ’61 through 
66 which was interrupted in two years and in the third year 
of which the rate was below 15 percent.” (Ross 3609) (emphasis 
added). 

Despite ABC’s counsel’s later suggestion that Ross was sim- 
ply comparing his results with Burton’s and using Burton’s 
assumptions, this was never made explicit, and is at odds with 
the direct and unequivocal nature of Ross’s answers. It is also 
contradicted by his willingness to update other statistical as- 
sumptions by Burton with more recent information. (Ross 
3566, 3571, 3572, 3575). Ross indicated that he had person- 
ally examined ABC Annual Reports going back to 1958 (Ross 
3769), yet he never indicated, until pressed on cross-examina- 
tion, that his conclusions were based on information he knew 
to be erroneous. It is impossible to tell which portions of Ross’ 
testimony, except those adverse to the applicants’ interests, 
are worthy of belief, because it cannot be determined how much 
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of it is based on inaccurate information. But more than that, 
ABC’s attorneys must be charged with complicity in this fur- 
ther example of not only unhelpful but positively misleading 
information. 
[5373] In our view, this recurrent conduct on the part of ABC 
and ITT officials and attorneys has gone far beyond the bounds 
of natural prejudice and advocacy. The examples are far more 
numerous than we have recited. More can be found in the Pro- 
posed Findings of both the Justice Department and the Broad- 
cast Bureau. We cite this deeply disturbing pattern of behavior 
because we believe it makes it impossible to approach the self- 
serving testimony of applicants’ officials with anything but 
skepticism. And it is that testimony which constitutes a major 
part of the majority’s “justification” for this merger. 

With this substantial qualification clearly documented, we 
now turn to an analysis of the issues in this case. 


[5374] III. Tae Mercer’s Errecr Witt Be To DiminisH 
COMPETITION IN BROADCASTING 


One of the issues in this case has been ITT’s interest in, and 
potential impact upon, the broadcasting industry without the 
merger. Will the merger tend to discourage competition in 
broadcasting? If so, the public interest will not be served. In 
searching for the answer one inquiry necessary is the extent of 
ITT’s past, and potential future, interest in broadcasting had 
it not acquired ABC. If, without ABC, ITT would have been 
an additional competitive influence in the broadcasting industry 
then the merger does, to that extent, diminish competition. 

The record reveals rather clearly that ITT has had a long- 
standing and active interest in broadcasting and related 
enterprises. 

Had ITT not acquired ABC, it seems likely that it would 
have acquired a significant group of television stations in major 
markets. It would then have been in a position either to start 
a fourth network when the time became ripe, or at least exert 
countervailing power in bargaining for programs with the ex- 
isting networks. Without regard to its influence on networking, 
it would have been a substantial force in broadcasting. 
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Had ITT not acquired ABC, it likewise seems quite possible 
that ITT would have pursued its admitted interest in cable 
television (CATV) to the point where, had the regulatory and 
economic climate [5375] been propitious, it might have created 
a substantial competitive influence on broadcasting. 

ITT might not have pursued both interests, because in cer- 
tain respects they are mutually inconsistent. But active pursuit 
of one or the other, which seems quite likely, would have 
brought refreshing breezes of competition to the tightly 
oligopolistic broadcasting industry. 

Radio and, to an even greater extent, television and network- 
ing, are businesses characterized by limited possibility for entry. 
Indeed, this was one aspect of the industry which ITT found 
most attractive. (J 238, p. 2) There are physical limitations on 
the number of usable broadcasting signals which can be trans- 
mitted in any given area at one time. In addition there are 
many other uses competing for the valuable radio spectrum. 
This has led to an intricate scheme of federal regulation, placing 
severe limits on the number of broadcasting stations in any 
geographical area. Thus, while the Los Angeles area has twelve 
authorized television stations, many populous areas of the 
country receive only three, two or even fewer usable signals. 
As aresult, television broadcasting is necessarily oligopolistic. 

Although this same physical and governmental restraint does 
not make networking (defined as the simultaneous intercon- 
nection of one or more broadcasting stations) necessarily oligo- 
polistic, the economies of scale in program distribution have 
conspired with the restraints on numbers of stations to produce 
only three national television networks [5376] and four national 
radio networks. While the importance of networking to radio 
has declined greatly since the rise of television, the networks 
have continued to dominate television program production and 
distribution. This has meant that three large corporations are 
responsible for the bulk of the television programming which 
goes into American homes. 

Anything which can be done to relieve this high degree of 
concentration in both local and national broadcasting is desira- 
ble. Both Congress and this Commission have recognized this 
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fact in the encouragement given to UHF television by the All- 
Channel Law (requiring that all new television sets be capable 
of receiving the UHF portion of the spectrum). 47 U.S.C. 
§ 303(s) (1964) ; 47 C.F.R. § 15.65 (1967). Thus, to the extent 
that ITT might have become a competitive force in broad- 
casting and networking we must be particularly wary of allow- 
ing its joinder with one of the country’s three major broad- 
casters. 


A. ITT INTEREST IN BROADCASTING STATIONS 


As we mentioned, last September Mr. Geneen testified that: 


We did hold some conversations from time to time in 
a general way, with people who purported to think we 
should get into stations, and that sort of thing, but we 
never got anywhere with that. (Geneen 592). 


Let us examine for a moment the full impact of these “conver- 
gations” with “others” urging a disinterested ITT into the 
broadcasting business. 


—Mr. John Graham, then an ITT vice president and 
director, suggested as early as 1963 that ITT acquire 
[5377] the legal limit of five VHF television stations. 
He was also enthusiastic about radio and UHF televi- 
sion stations. The reaction of Mr. Harold Geneen, presi- 
dent of ITT, was “very favorable.” (Graham 2603). 
Graham testified that he and Geneen visited the Hart- 
ford station WTIC in August or September of 1963, and 
that Geneen there made an offer of $35 million for the 
station. (Graham 2599; see J 138, 139, 140, 141, 143). 
See Section IT, supra. 

—aAt about the same time ITT was actively exploring 
the possibility of purchasing WJIM in Lansing. Mr. 
Graham testified that “we initially were interested in 
the station and it looked to us like an excellent prop- 
erty.” (Graham 2601). ITT “discussed with . . . [Mr. 
Gross, the owner of WJIM] the possibility that if he 
came with ITT, with the station, and we put together a 
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chain of stations, that he might well be interested in 
being manager.” (Graham 2601). 

—In 1964 ITT was actively interested in acquiring sta- 
tion WATE, Knoxville, Tennessee. (J 175, 176, 177, 178, 
179). 

—The company was busily engaged in researching the 
entire broadcast industry. (See J 174, 175, 176, 182, 207, 
208, 211, 227, 230, 238, 332). 

—At the same time a broadcasting station broker was 
exploring the possibilities of ITT’s acquiring various 
groups of television stations. Mr. Geneen himself had 
indicated ITT’s interest to the broker. (Stark 2635). 
With ITT in mind the broker spoke to the owners of 
three station groups, Storer, Corinthian, and Capital 
Cities. (Stark 2636-37). 

—In February of 1965, ITT Vice President Robert H. 
Kenmore sent a memo to Geneen containing “back- 
ground information on the leading TV broadcasting 
independent groups, in the event the AB-P [ABC] dis- 
cussions stall.”” Kenmore said, “Storer and Taft appear 
to be the most interesting since each of them already has 


5 VHF stations in the Top 50 markets, yet each seems 
to have some leverage potential since their stations are 
currently not #1 in the market... .” (J 222). 


In short, ITT was actively pursuing the possibility of entry 
into television broadcasting in ways that went substantially 
beyond “some conversations from time to time.” 

[5378] Entry by purchase of one or more individual television 
stations, a group of stations, or application for licenses was not 
pursued further because “[ITT’s] policy has been not to move 
aggressively in this direction until we would be convinced that 
none of the three major networks (and their group of owned 
stations) might be available.” (J 238, p. 1). ITT’s lessening of 
interest in broadcasting was wholly the product of its hope for 
ABC. Without ABC it seems overwhelmingly clear that ITT 
would have been, and would be today, actively pursuing its 
interest in broadcasting. 
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B. ITT’S INTERESTS IN CATV AND PAY-TV 


And what did Mr. Geneen have to say about ITT’s interests 
in CATV last September? Just “some very small CATV ex- 
perimental operations,” he insisted. (Geneen 516). What do the 
contemporaneous documents disclose? Quite a different picture. 

By June of 1965, Federal Electric Corporation (FEC), an 
ITT subsidiary, was reporting that “A full-scale CATV effort 
is now underway at FEC.” (J 119). Although ITT’s investment 
took the form of loans, it is clear that its objective was to be in a 
position to obtain “operating control” of the CATV companies 
in which it was investing. (J 74). FEC’s president testified that 
“we tried to negotiate the greatest equity option we could. We 
found that since we were doing this type of financing, we could 
get the opportunity to own a majority of the [5379] com- 
panies.... The target was over 50 percent.... I think the lowest 
was 55 percent... .” (Chasen 839). 

The loans, as of June 25, 1965, totaled $4,150,000 to five 
CATV systems with future rights to control the companies. 
But ITT-FEC’s ambitions were clearly more grandiose. 

An ITT CATV status report indicated that “loans could 
reach $10 million in 1965 and possibly minimum of $10 million 
more in the first six months of 1966.” (J 119). One entrepreneur, 
with whom ITT negotiated, testified that the ITT officials in- 
dicated “that they already spent something like $10 million 
invested in CATV, that within a year he felt that they would 
have something like $25 million and that they intended to be- 
come the largest in the United States in CATV... .” (Levey 
3150) (emphasis added). Pretty expansive “small experimental 
operations” it would seem. 

What is more, ITT was discussing and pursuing the “possi- 
bility of ownership of ‘transmission channels’ from one CATV 
area to another (with FCC approval) and the possibility of 
creating a network linking whole areas of local CATV’s fran- 
chises ....” (J 74, p.3; J 129, p.3; J 199, p. 23). In response to 
inquiries by Mr. Geneen, two ITT officials directly concerned 
with CATV reported early in November 1965: 


FEC has consummate interest in acquiring intercon- 
necting communications carriers and has looked at sys- 
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tems, .. . There is no question, insofar as FEC plan- 
ning is concerned, about the desirability of acquiring 
such systems; however, maximum attention [5380] at 
this point in time is being devoted to the acquisition 
of CATV systems. The development of FEC progress 
in 1966 and 1967 in the CATV field will undoubtedly 
include situations involving the possible acquisition of 
mocrowave carrier systems. (J 122, p. 4) (emphasis 
added). 


This would have constituted a substantial advance in the art, 
and competition for broadcasting: essentially a nationally in- 
terconnected grid of wired systems that could provide a service 
like today’s conventional “broadcasting” networks. 

And ITT was also acutely aware of the interrelated possi- 
bilities of CATV and subscription television. (J 119, p. 23; 
J 74, p. 2). The development of a substantial system of sub- 
scription television (“pay-TV) has long been recognized as 
major potential, but unrealized, competition for broadcasting. 
In 1965 ITT was discussing the possibility of purchasing an 
interest in a subscription television system. (Levey 3147). And 
FEC was designing its systems “to minimize the cost of con- 
version into pay TV.” (J 119, p. 23). 

It is clear that, at the present time, ITT’s interest in CATV, 
especially in large interconnected systems and pay-TV, has 
cooled considerably. The question is why. The applicants con- 
tend that ITT’s evaluation of its CATV position was wholly 
independent of its interest in ABC. We think the evidence, 
and common sense, indicate otherwise. 

As of November 1, 1965, Mr. Geneen, while still enthusiastic 
about the CATV and related possibilities, was cautious about 
the [5381] “possible high risks in such a new industry. . . .” 
(J 74, p. 3). A policy meeting on CATV was held on Novem- 
ber 2, at which a tentative freeze was placed on new CATV 
activity by ITT. Although the company maintained some in- 
terest in its existing and even new CATV opportunities, it is 
clear that the more ambitious proposals were pursued no fur- 
ther; but the final decision “not go forward . . . at least not 
at that time” was not made until January of 1966. (Vollbrecht 
985). 


278-719—67——24 
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The record is unclear on the reasons for ITT’s diminishing 

interest in CATV and related activities. On the one hand, the 
unanimous testimony of all ITT officials is that the possible 
merger with ABC played no part whatsoever and was not even 
mentioned at the November 2 meeting at which the freeze was 
imposed. But, although detailed records are available of other 
meetings, no minutes of that significant meeting are extant. 
(Chasen 930-31; Vollbrecht 998; Geneen 1809-10). The 
parties argue that the merger possibility could not have entered 
into the freeze decision because discussions with ABC had been 
suspended at the time and were not resumed until two weeks 
after the November 2 meeting. (ABC-ITT Findings, p. 81). 
But this is hardly persuasive, because it was Mr. Geneen who 
reinitiated discussions with ABC on November 16, 1965. (Gald- 
enson 1486). Whether or not he mentioned it at the November 
2 meeting, Mr. Geneen may well have considered the merger 
possibility in arriving at the freeze decision. 
[5382] Moreover, there is significant evidence that the merger 
possibility did play a part in the suspension of ITT’s more 
ambitious CATV plans. ABC and ITT entered into a prelimi- 
nary contract of merger on December 7, 1965. Later the same 
month, an ITT official prominently involved in ITT’s CATV 
activities sent a memorandum to Mr. Geneen with regard to 
ITT’s CATV plans. In it he said: 


We have not yet been able to satisfy ourselves on a 
go or no go decision. We expect to do this within the 
next two weeks. 

We are aware of the need of cooperation with ABC 
and plan to work out the details as soon as our internal 
planning has been completed. We also plan to request 
their audit of our decision to go or no go. (J 126, pp. 
2, 4). 


ITT officials offered two interpretations of this language em- 
phasizing the need of cooperation with, and “audit” by, ABC. 
One felt it meant ABC would comment on ITT’s check list 
for evaluating CATV systems, because the “ABC people have 
an expertise in broadcasting.” (Vollbrecht 971). Another 
wanted to discuss with ABC which programs to carry on multi- 


401 


channeled systems. (Chasen 892). Unfortunately these appear 
to be not too ingenious afterthoughts. Much more plausible is 
the hypothesis that ITT wanted to discuss with ABC whether 
its CATV plans were a wise investment for an owner of a 
major broadcasting network. This is the only discussion which 
would amount to an “audit of our decision to go or no go.” 
In short it is reasonable to conclude from the record that ITT’s 
apparent “no go” [5383] decision was attributable, at least 
in part, to its decision to merge with ABC. The demonstrated 
willingness of ITT officials to minimize the facts adverse to 
their cause makes their protestations to the contrary of little 
probative value. Indeed, in a 1967 summary of ITT’s CATV 
activities, possible “conflict with broadcasting operations” is 
cited as one possible reason for not continuing in the CATV 
business. (J 363, p. 5). 


C. COMPETITIVE IMPACT OF ITT’S INDEPENDENT ENTRY INTO 
BROADCASTING AND CATV 


It is clear that ITT put aside its intense interest in other 
broadcasting properties when it decided to merge with ABC. 


And it seems quite possible that ITT’s “no go” decision in 
CATV and related fields was, at least partially, attributable 
to the merger decision. But the question still remains whether 
ITT’s choice of merger rather than one or both of the other 
possibilities (broadcasting and CATV) has or will have a detri- 
mental effect on competition in broadcasting and networking. 

ITT and ABC argue that there is no evidence that ITT ever 
contemplated starting a television network on its own. While 
this is true it evidences too narrow a focus in assessing the 
competitive possibilities. Intent can hardly be determinative, 
for business possibilities go through a constant process of evo- 
lution, and the unintended remote possibility to today may be 
tomorrow’s eagerly pursued business venture. [5384] This is 
surely the import of the Supreme Court’s recent unanimous 
decision in Federal Trade Commission v. Procter and Gamble 
Co., 35 U.S.L.W. 4329 (April 11, 1967), where potential entry 
by the acquiring firm was one basis for disallowing a merger 
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despite the absence of management intent to enter the market 
by internal growth. 

ABC and ITT have suggested that there are more probable 
independent entrants to the network market than ITT. Even 
were this true, it is not determinative of the merger’s impact 
on competition in broadcasting. But let us examine the net- 
work argument. 

Mr. Goldenson indicated that multiple owners in major 
markets which already produce programs for syndication were 
much more likely to start a fourth network than was ITT. As 
examples Goldenson offered Metromedia, RKO General and 
Westinghouse. (Goldenson 1679). This seems plausible, but, if 
ITT were to have acquired a number of individual stations, or 
a group, the possibility of its venturing into networking—with 
ITT’s vast resources and technological capabilities—might well 
have equaled or exceeded that of the other independent groups. 
ITT’s active interest in broadcasting in general, and groups 
with five VHF’s in the top markets in particular (J 222), likely 
would have placed it in that very situation had it not been 
for the merger. Thus, if ITT were to acquire any of the group 
owners which Mr. Goldenson deemed to be the most likely net- 
work entrants, it would, by that fact, be at the edge [5385] of 
the network market. In truth, the likelihood of a fourth net- 
work is remote at this time. But this is due largely to a paucity 
of stations available for affiliation in major markets. (Goldin 
3051-53). ABC and ITT admit that the increasing viability of 
UHF stations will provide the outlets which will make a fourth 
network feasible. (ABC-ITT Findings, p. 70). Should full UHF 
development come about in five or ten years—as now seems 
quite possible—ITT would have been one of the few most likely 
entrants into the network market if it owned a substantial 
group of independent stations in major markets. 

It is a mistake, however, to think that national networking is 
the only relevant competitive arena. One of the possibilities 
ITT was considering was acquisition of a string of UHF li- 
censes. (J 207, p. 3). Well-financed UHF stations may well 
invigorate television competition in their individual markets, 
regardless of the possibility of their developing into a national 
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network. Indeed, a chain of VHF stations, controlled by a com- 
pany with the resources of ITT, might well bring a healthy 
competitive influence to bear on the networks even if it does 
not undertake network operation. It is likely that the owner- 
ship of a group of stations by Westinghouse, with its resources 
for syndication, has had an influence in keeping network prices 
down and quality up. ITT, as a group owner, would exert a 
similar influence, and this would be competition. 

[5386] Whether the competitive influence which will be fore- 
closed by ITT’s acquisition of ABC amounts to a violation of 
Section 7 of the Clayton Act, 15 U.S.C. § 18 (1964), is really 
irrelevant. We are not enforcing the antitrust laws, but rather 
weighing the potential benefits and the potential harm of this 
merger. The likely competitive loss from the foreclosure of 
ITT from acquiring independent stations is substantial and 
significant. 

Perhaps as significant is ITT’s now abandoned CATV ac- 
tivity. There can be little doubt that the competitive potential 
for CATV, and for ITT in CATV, was and is very great. By 
multiplying the number of signals brought into the home, 
CATV provides numerous alternatives to the broadcasting fare 
of the existing three networks and any independent stations 
available. This again is competition. ABC has certainly rec- 
ognized the competitive threat of CATV. It has taken a strong 
position before this Commission in opposition to the uncon- 
trolled proliferation of CATV operations. See ABC petition in 
Docket 15971 (Oct. 16, 1964). 

It is true that this Commission’s regulatory scheme is pre- 
venting the unrestrained growth of CATV systems. See CATV 
Second Report and Order, 2 F.C.C. 2d 725 (1966). But the 
regulatory issues in the area are not finally resolved, and CATV 
continues to grow apace despite the Commission’s regulatory 
inhibitions. Thus we stressed in the CATV Second Report and 
Order, 2 F.C.C. 2d 725, 788-89 (1966), 

[5387] 
that we are not committed to the status quo—to pro- 
tecting existing investment against new technological 
advances. The whole history of this art has been one of 
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great change, from radio to television to perhaps to- 
morrow satellite broadcasting or laser communication. 
It may be that CATV, if allowed full unfettered growth, 
would prove to be an excellent supplement, bringing 
additional service and diverse programming to millions 
of people in built-up areas who can afford it, without 
detriment to the provision of additional local broadcast- 
ing service to the entire Nation. If so, the information 
obtained in the hearing process will provide that indica- 
tion, and will be the basis for authorizing such growth. 
But we cannot make that judgment in the record now 
before us—and, instead of the above picture of wire 
television as an excellent supplement, there is the possi- 
bility that the Nation might find itself with a system 
half wire, half free, which is destructive of the larger 
goals of additional networks, additional outlets for local 
expression, and which provides increased service to some 
in the city at the expense of those in the rural area or 
those who cannot afford to pay. It is, we think, time to 
get the facts, and in light of the service presently avail- 
able, there is time to get the facts. 


The three of us are not of one mind on what the final resolution 
of the CATV conundrum should be. But we do feel the Com- 
mission should not foreclose future options when the industry 
is so obviously in a state of flux. 

ITT and ABC argue that there is no evidence that CATV 
competition to broadcasting will be diminished because of the 
loss of ITT. The parties point to other “substantial firms” in 
the CATV industry, but they introduced no evidence to show 
how these firms compared with ITT; and no company to which 
they can point, except General Electric, seem to have resources 
comparable to ITT. (See ABC-ITT Reply Brief, p. 58). There 
is record testimony that ITT intended to become the [5388] 
nation’s largest CATV owner. (Levey 3150). Its consideration 
of an interconnecting grid to link up various areas of the coun- 
try could have a marked impact on competition in broadcasting 
and is not shown to have been considered by any other com- 
pany. And, finally, probably no other company in CATV, not 
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even General Electric, has the experience with cable communi- 
cation and research which is one of the strengths of ITT. 

Again we note that whether or not the merger constitutes a 
violation of the Clayton Act is not the issue. ITT may well 
have abandoned its CATV operations because of the merger, 
and that abandonment may have serious implications in 
dampening competitive forces in broadcasting. 


[5389] IV. Tse Mercer Witt Tenp To Imrepe GrowTH 
oF COMMUNICATIONS TECHNOLOGY 


Another disputed issue in this case is the impact of the 
merger on competition in broadcasting and related technol- 
ogies. The applicants contend that ITT’s incentives to innova- 
tion will be heightened by the merger. We believe ITT’s alliance 
with the status quo in American broadcasting would produce 
quite the contrary result. Here’s why. 

How about UHF technology? The record reveals minor in- 
centives which ITT might have as a result of the merger to foster 
technological advance in UHF broadcasting. It appears, how- 
ever, that retardation of UHF technology would be more in 
ITT’s long range interest. And in other areas of broadcasting 
and communications, it is quite clear that ITT’s interest after 
the merger will be in impeding and obstructing rather than ad- 
vancing new technology. 

The pace of technological innovation with implications for 
broadcasting has been advancing and continues to proceed at 
an almost revolutionary pace. Cable television and satellite 
transmission have been the two most monumental develop- 
ments of the past decade. The near future can reasonably ex- 
pect some developments in UHF transmission and reception, 
ground transmission through further cable developments, new 
techniques such as lasers, even domestic transmission by satel- 
lites, and possibly satellite-to-home broadcasting. Other yet 
more revolutionary breakthroughs cannot now be specified; 
but if the recent past is [5390] any indication, entirely new 
techniques will continue to develop. The pace and direction 
of these developments is, however, not yet determined and will 
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be seriously affected by the economic incentives of the various 
companies involved. 

ABC and ITT have made much of the aid which ITT will 

give to UHF broadeasting. ABC has significantly fewer pri- 
mary television affiliates than either of the other two national 
networks—137 for ABC to CBS’s 192 and NBC’s 206. If UHF 
reception and transmission can be improved, the parties argue, 
ABC will stand to benefit because, as more and more television 
sets have UHF capability, more profitable UHF stations with 
competitive audiences will be available for ABC as potential 
affiliates. And indeed there is some evidence that ITT has 
intensified its UHF research since the merger was agreed upon. 
There is plausibility and, we think, a certain validity to this 
argument. But the great advance of UHF will come about quite 
naturally as a result of the 1962 All-Channel Law and FCC 
implementing regulations. 47 U.S.C. § 303(s) (1964) ; 47 C.F.R. 
$ 15.65 (1967). ITT may be able to affect the quality of UHF 
reception, but it is virtually powerless to affect the quantity of 
sets receiving UHF. (Better reception might stimulate set sales, 
but this affect would most likely to be very slight.) Most set 
manufacturers have incentives similar to any ITT might pos- 
sess to improve UHF reception, so that ITT’s ultimate impact 
would, in any case, probably be slight. 
[5391] More than this, however, we think the supplemental 
hearing has demonstrated the extent to which ABC’s interests 
with respect to UHF are really quite ambivalent. While there 
can be no doubt that primary affiliations are important to a 
network, it now appears that ABC has been able to overcome 
the gap in affiliates to a great extent through popular program- 
ming. This fact was not fully apparent to us at the time of the 
September hearing. Commission rules forbid stations from 
foreclosing themselves by contract from carrying programs by 
networks other than that with which they are primarily affili- 
ated. 47 C.F.R. § 73.134 (1967). Thus ABC has succeeded in 
clearing its programs on many more stations than its lineup 
of primary affiliates would indicate. 

Despite the fact that ABC’s 137 primary affiliates reach 93.4 
percent of the national television audience, in prime time 


407 


ABC’s programs are in fact carried on approximately 176 sta- 
tions reaching 96.8 percent of the audience. In prime time 
CBS and NBC are not able continuously to command time 
on their 200 or so primary affiliates. CBS averages about 186 
stations and NBC about 189 and they reach 98 percent and 
97.8 percent of the prime time.audience respectively. (Sonkin 
3381). ABC’s success in obtaining prime time exposure despite 
its affiliate deficiency is further demonstrated by the fact that 
ABC receives approximately 31 percent of prime time network 
revenues while obtaining only 27 percent of total network 
revenues. (See J273.) 

[5392] Thus, it is in the early morning and late night, when 
NBC dominates network television, and the daytime hours, 
when CBS holds sway, that ABC’s overall performance falls be- 
hind. The clear import of these figures is that if ABC could 
improve its programming in the nonprime time hours, its af- 
filiate deficiency would be a surmountable obstacle. This is not 
to say that affiliates are of no importance. Other things being 
equal a station will probably not change affiliations and will 
prefer to carry the programs of its primary network. But it is 
reasonable to say that ABC can advance and advance mark- 
edly—as it has done in prime time—without a significant in- 
crease in the number of affiliates available. 

The other side of the UHF coin is that the great increase in 
the number of stations which a viable UHF will bring may 
well provide significant competition to the existing networks; 
and ABC as the weakest network would be the most vulnerable. 
(Goldin 3053). ABC and ITT recognize the threat from UHF, 
for they have stressed to the Commission that “by enhancing 
the viability of UHF broadcasting the merger will help to open 
the way to a fourth television network whether such a network 
takes the form of the present three networks or develops as some 
kind of specialized service.” (ABC-ITT Findings, p. 70). Since 
ABC can narrow the gap between itself and its rivals by beefing 
up its non-prime time programming schedule, ITT might be 
courting economic disaster by giving all out support to UHF. 
In fact, the basic document [5393] presented to the ITT Board 
in support of the proposed merger, stressed the “limited access 
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to new competitors” as part of the “unique attraction of the 
television broadcasting business.” (J. 238, p. 2). 

In short, since ITT is largely powerless to affect the UHF 
advance one way or another, and since its economic incentives 
with regard to UHF are ambivalent at best, there is no real 
rezson to think that UHF will be aided by the merger. 

In other areas of technological advance the evidence is quite 
unambiguous that the merger will act as an inhibiting force on 
ITT. ABC has clearly expressed itself in opposition to the pro- 
liferation of cable television. Likewise the perfection of satel- 
lite-to-home broadcasting, with the consquent bypassing of 
local television stations, would seriously disrupt the present 
system in which ABC and the other networks have a very 
great investment. ABC’s most valuable properties are its owned 
and operated stations—which might very well be rendered 
obsolete by satellite-to-home broadcasting. (See Geneen 1857- 
58). 

Equally clear is the fact that ITT is one of the companies 
best situated to make advances in these areas of technology if 
unencumbered by a $400 million investment in the status quo. 
Bogdan R. Stack of the Stanford Research Institute testified 
that “the ITT corporation [is] in a unique position of having 
proven competence and capability to design, engineer, and 
install communications systems for use in practically [5394] 
any country in the world.” (J 337, p. 3) (emphasis added). 
Dr. Joseph V. Charyk, President of Comsat, testified that ITT 
is one of the four “most important [companies] in producing 
the communications equipment used in satellites” (J 339, p. 1), 
and that “ITT ranks among the top five companies in the field 
of satellite communications considering its capabilities in re- 
search and development, manufacture, and operation of tele- 
phone and telegraph systems.” (J 339, pp. 1-2; and see J 337). 

Professor Hill of the Massachusetts Institute of Technology 
testified that “the industry presently involved in television 
broadcasting and set receiver manufacturing does not have a 
real incentive to change its present technological structure, 
except for minor improvements in sets, unless this change 
benefits the industry.” (J 334, p. 1). Professor Hill’s conclu- 
sion is worth quoting in full. He said: 
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Turning to the ITT-ABC merger, and the issue of com- 
binations between technology firms and large broadcasting 
interests, there is little basis for the suggestion, which is 
apparently advanced in this case, that the merger will 
contribute in a significant or major way to technological 
advances in the field of TV broadcasting. This does not 
rule out advances in components and techniques. The 
merger would result in another large communications- 
broadcasting firm, and there is no evidence that the new 
organization would have incentives different from its com- 
petitors. (J 334, p.2). 


Likewise Dr. Charyk testified that whether technologically 
feasible innovations “will be actually introduced and the time 
span in which they [5395] will be introduced will depend on 
a variety of factors, including competition, economic cost and 
profitability, incentives to innovate, and resistance to change 
engendered by the present structure of telecommunications 
and broadcasting.” (J 339, p. 3). 

The merging parties’ basic answer to this impressive array 
of expert testimony is that “any company based on technology 
must compete and in order to survive it must improve its prod- 
ucts and its operations even where this makes existing products 
and operations obsolete.” (ABC-ITT Findings, p. 89). This 
argument either misconstrues the thrust of the economic dis- 
incentives which will be presented or is simply a further ex- 
ample of the applicants’ disingenuousness in economic analysis. 
Of course, even a monopoly such as AT&T will, at times, make 
technological advances. (Hill 1752). But the fact remains that 
in concentrated industries, such as broadcasting and telecom- 
munications, where ITT’s technological qualifications and 
capabilities are matched by only a few firms, occasions will un- 
doubtedly arise when ITT’s interest is clearly to retard innova- 
tion and advance because of its investment in ABC. Absent 
that investment, the incentive might be to proceed. 

If record evidence is necessary to illustrate this rather clear 
fact of economic life, it can be found in Mr. Goldenson’s testi- 
mony at the September hearing: “I am not so sure we would 
have such a receptive ear if we went to RCA to help us in mar- 
kets where we would be in [5396] competition with RCA, . . .” 
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(Goldenson 277). Likewise the testimony is uncontradicted 
that the criterion employed by ITT in evaluating proposed 
research and development is the “overall company benefit.” 
(Cookson 2873). Thus, the only reasonable conclusion is that 
ITT, as a result of merger with ABC, would experience definite 
disincentives to technological advance in increasing the num- 
bers of channels of access into the home for information and 
entertainment. Because ITT is one of a very few companies 
likely to make significant contributions to such advance in 
the future if not merged with ABC, approval of the merger will 
deprive the economy and the public of possibly significant 
technological developments. 

The record is also clear that other companies with com- 
munications technological resources and abilities would be 
inhibited from vigorous research and pursuit of developments 
as a result of the merger. A statement was submitted for the 
supplemental hearing by Paul Visher, Assistant Manager of the 
Space Systems Division of the Hughes Aircraft Company. (J 
338). Hughes, along with ITT, according to Comsat President 
Charyk, is among the four most important companies in pro- 
ducing satellite equipment. (J 339, p. 1). It was Hughes which 
developed a synchronous communications satellite system and, 
before the merger proposal, convinced ABC, as a large potential 
user of such a system, to sponsor a proposal for a synchronous 
domestic satellite before the FCC. Visher, zuzt sunderstandably, 
concluded that, “If ABC had been connected with ITT, Hughes 
would not have felt it was [5397] either wise or potentially 
fruitful to approach ABC with such a proposal.” (J 338, p. 2). 
And the equally obvious lesson which Visher drew was “the 
general importance of keeping communications users separate 
from technology firms in order to assure a market for existing 
technology firms and thus encourage them to do communica- 
tions research.” (J. 338, p. 1). 

No rebuttal of Visher’s statement was offered by ABC or 
ITT, and their only contention now is that, “This lone indus- 
try witness contrasts with the ‘several hundred’ corporations 
working in areas relating to broadcast-technology innovations.” 
(ABC-ITT Findings, p. 93). Of course it was neither neces- 
sary nor practical to parade representatives of all broadcast- 
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technology firms to testify to the same inhibitions; surely 
Visher’s testimony shifted the burden of going forward to the 
applicants. But in any case the record is clear that Visher was 
a representative of one of the leading firms, not just one of sev- 
eral hundred, and Visher’s firm had recently focused very care- 
fully on the issues of cooperating with a network in the intro- 
duction of important new technology. Accordingly, we find 
ourselves necessarily agreeing with Visher that independent 
firms will be inhibited in their research and development if 
the merger is approved. 


[5398] V. THe Mercer WixL SuBsTANTIALLY Impepr ABC’s 
INDEPENDENT PosITION aS A USER oF CoMMON CARRIER 
COMMUNICATIONS SERVICES IN PROCEEDINGS BEFORE THE 
FeperaL ComMMUNICATIONS COMMISSION 


All three networks are large users of common carrier services. 
This includes both domestic service where ATT is the princi- 
pal supplier and international service where “Comsat estimates 
that during the years 1967-71 an average of 10% of all Intelsat 
circuits will be allocated to TV. . . .” (J343, p. 19). 

The international carriers, including subsidiaries of ITT and 
RCA, have a strong interest in the manner and cost at which 
Intelsat services are made available to the private users for at 
least three reasons. They are stockholders of Comsat, the dom- 
inant force in Intelsat. They own varying but large portions of 
the earth stations whose facilities are necessary for Intelsat 
service. And, most important, in the usual case, only the inter- 
national carriers have access to Comsat and through it Intelsat, 
so that the private users must contract with the carriers in order 
to obtain the international satellite service. 

A history of the positions which the various integrated and 
unintegrated carriers and networks have taken before the Com- 
mission on recent common carrier proposals is pregnant with 
lessons on the likely effect of the merger. The record reveals that 
NBC, the RCA-owned network, fails to object to proposals in 
which RCA, the common carrier, has a strong interest. Likewise 
the carrier refrains from objecting when NBC is a forceful ad- 
vocate. The independent networks, [5399] ABC and CBS, 
arrive at independent positions. Is it not reasonable to assume 
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that this merger will likely result in an ABC-ITT pattern 
similar to that now exhibited by NBC-RCA? 

As might be expected the “carriers have unanimously op- 
posed direct noncarrier access to Comsat and sought instead to 
safeguard their own status as sole ‘authorized users.’” (J 343, 
p. 22). This includes divisions of both ITT and RCA. Most of 
the large noncarrier users, including ABC, sought direct access 
to Comsat. The most notable exception was NBC, wholly- 
owned subsidiary of RCA which filed no comments. (Stipulation 
No. 1). Likewise, when the Commission authorized direct tele- 
vision network leasing of circuits in the Early Bird satellite 
and the international carriers petitioned for reconsideration, 
ABC and CBS opposed, but NBC did not. (J 343, p. 30; Stipu- 
lation No. 2). 

Although communications satellites are not yet in general 
use for domestic transmissions, there are no remaining serious 
technological barriers to be overcome at this time. Indeed, ABC 
sponsored the first proposal for a private domestic satellite sys- 
tem. Perhaps the principal regulatory issue in the area of do- 
mestic satellites is whether Comsat should be the sole authorized 
owner and operator of any such system. The networks, especially 
ABC and CBS, have opposed such exclusive rights for Comsat. 
The position of the international carriers is, however, more am- 
bivalent. They do not operate [5400] domestically, and hence 
the implications of this development are not of direct concern 
to those carriers. Though they are excluded from domestic traf- 
fic, as large stockholders of Comsat they will obtain indirect 
revenue from a Comsat monopoly. And the precedent of private 
operation of domestic satellites might undermine Comsat’s and 
the carriers’ international position. On the other hand, ITT and 
RCA, of the companies controlling major international carriers, 
are also in the business of supplying hardware for satellite 
systems. A proliferation of domestic systems would provide 
additional demand for this hardware. 

From this complex of economic incentives most international 
carriers, including ITT, have determined to oppose the net- 
works’ espousal of private domestic systems—at least for the 
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near future—except for RCA, whose common carrier subsidiary 
did not enter the domestic proceeding. (Stipulation No. 4). 

It is difficult to escape the conclusion from this examination 
of recent issues in the common carrier field that the divergence 
of the positions of the NBC-RCA complex from those of the 
other networks, and carriers, is attributable to the intracor- 
porate balancing of interests within RCA. (See Levin 2897). 
And we think it quite reasonable to assume, and we find, that 
after merger with ABC, ITT will engage in the same kind of 
internal balancing, with the consequent loss to the Commission 
of yet another voice on issues where network and [5401] carrier 
interests diverge. In some areas the loss of this voice, while un- 
fortunate, might be tolerated because numerous comparable 
entities remain. On the authorized user question, ABC was one 
of nineteen private users opposing exclusive carrier access. 
(J 348, p. 29). But networks—of which we have but three—are 
rather specialized users of communications facilities with sep- 
arate interests. For example, it was only the networks which 
were originally granted direct access to Early Bird circuits. In 
such instances loss of ABC’s independent views will be quite 
significant, because the independent networks, not only two, 
will be reduced to one. To say that independent presentations 
are insignificant because ultimate decisions must be made by the 
Commission is extremely shortsighted. As is well illustrated by 
this very case, independent advocacy can develop very sig- 
nificant ideas and pertinent evidence. 

But the most serious loss from silencing ABC will be its 
championing of new and different proposals. ABC’s proposal 
for a domestic satellite system—which led to the famous Ford 
Foundation proposal for funding educational television—was 
a particularly dramatic example. Would it have come to 
fruition had ABC been joined with ITT? We doubt it, and Mr. 
Visher is in full accord. In these cases, of course, the existence 
of the Commission fills no part of the gap left by elimination of 
an independent voice. 

[5402] Because the applicants persist in the assertion that 
ABC will not be inhibited from taking independent. positions, 
we are compelled to give the matter our further attention. 
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While Commission consideration of this case was pending, 
ITT issued a Policy Guide, governing relations between itself 
and ABC (AR 4). That Guide states: 


ABC shall independently determine its position on 
particular satellite or other communications questions 
and present its views to the FCC as to how the Com- 
mission should resolve such issues, and any other in- 
terested ITT System company or group shall similarly 
formulate and present its views to the FCC or to other 
Governmental bodies or agencies considering the ques- 
tion without regard to the interests of ABC as a broad- 
caster. 


Setting aside for a moment the question of credibility of any 
self-serving policy statements issued for the purpose of pleas- 
ing this Commission, it should be noted that such a policy 
would establish a radically different relationship between ABC 
and the various ITT companies than currently exists within 
the ITT “family.” 

A former ITT executive testified that he left the company 
because “in ITT the [central] staff does indeed have a con- 
siderably heavier bearing on the operations than they do in 
most companies that I have worked for.” (Graham 2615). In 
“most companies,” he explained, “staff is primarily a service 
to line officers and it doesn’t assume quite the same equality of 
relationship.” (Graham 2609). Another difference between ITT 
and most large companies, he continued [5403] “is that the 
divisional comptrollers report back to New York to the comp- 
troller in New York on a line basis, which keeps a pretty firm 
financial control at the central headquarters.” (Graham 2609). 
This testimony is thoroughly corroborated by that of other 
ITT officials and the documentary evidence in the case. For 
instance, although Federal Electric Corporation had been han- 
dling all of ITT’s CATV activities, late in 1965 Mr. Geneen 
placed Jack Vollbrecht in charge of CATV, “to keep his eye 
on it for me.” FEC president Chasen was to be advised ac- 
cordingly. (J 134, p. 3). And Chasen agreed that “FEC may 
not make any CATV plans or proposals in a territory served by 
an independent [telephone company] without the understand- 
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ing and concurrence of N. A. Teleom [an ITT group] ... 
(which in turn] may not participate in any CATV work with- 
out understanding and concurrence of FEC, and that conflicts 
between [N. A. Telcom] and FEC would have to be resolved 
by ITT headquarters.” (R 904; and see J 79). 

Indeed, while insisting that ABC would be an “autonomous” 
subsidiary of ITT, Mr. Geneen uses a somewhat different defi- 
nition of that word than is normally employed: 


Autonomy is a delegation of authority generally within 
an agreed sphere of operating policy, and it works on 
a basis of continuous information and review, which 
means it is constantly updated as to policies... . Au- 
tonomy is a controlled operation but with a framework 
which makes sense as I tried to describe it, in day-to- 
day operations, operating decisions, short- and long- 
range planning, agreement on overall policies, the need 
and duty to be informed both ways... . the ultimate 
responsibility [5404] in the ITT Board, the delegation 
of authority within agreed policies, plans, and so forth, 
and the constant interplay of information which means 
that it will work or, if it did not work, it would im- 
mediately be subject to minor correction, or whatever 
adjustments or understanding would be. (Geneen 552~ 

54). 
With such an understanding of “autonomy” governing the re- 
lations between ABC and ITT, one would hardly expect 
independent operation by ABC. And indeed, even before the 
merger has been consummated, ITT executives had to be 
warned “that there has been an unusual number of contacts 
between personnel of ITT, including our subsidiaries and di- 
visions, and ABC. These have been not in the regular course of 
business but on the basis that ‘ABC is now a member of the 
family.’” (J 321). This premature and zealous conduct rather 
neatly illustrates the extreme difficulty, and, we think, im- 
possibility, of trying to insulate certain areas of ABC decision- 
making from ITT influence after the company has been taken 
into the “family.” In September, Mr. Geneen assured us that 
ABC would be “autonomous” because all ITT subsidiaries are 
“autonomous.” Now, when it has become apparent that the 
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ITT system is highly centralized, we are told that ABC’s re- 
lationship to the ITT parent will be “unique.” Obviously ITT 
can characterize the past or future any way it wishes. But if we 
wish to insure a certain type of relationship we just as obvi- 
ously had better look for more solid evidence than self-serving 
characterizations adopted and discarded at will. 
[5405] Furthermore, even with the Policy Guide to assure 
them of their autonomy, ABC personnel cannot help but realize 
that the decisions they reach will have a business impact on 
the parent company and that “the boss” will be more pleased 
by some decisions than others. For example, after ITT acquired 
Avis Rent-A-Car, FEC president Chasen undertook, without 
any direction from central headquarters, to rent Avis cars 
when they are available. (Chasen 909-10). And, if Chasen was 
correct that there was no central directive, other ITT officials 
just as surely sensed the way to further the overall ITT interest. 
For Avis’ share of ITT automobile rentals jumped from 29 
percent in pre-acquisition 1964 to 82 percent in 1966, the first 
full year of ITT ownership of Avis. (AR 87). 

Thus, even if one gives credit to the Policy Guide, it is fanci- 
ful to think that ABC will be able to reach decisions unaffected 
by its merger with ITT. 


[5406] VI. Tae Mercer Witt ApverseLY AFFECT THE IN- 
DEPENDENCE AND INTEGRITY OF ABC’s News AND PuBLIC 
AFFAIRS PROGRAMMING 


ABC news and public affairs is probably one of the three 
most important electronic journalistic mediums in the country, 
and will likely continue to increase in importance in the near 
future. Recent surveys have indicated that television is. the 
primary source of news for a majority of the American people. 
Any threat to the integrity of this news organization must be a 
matter of the most serious concern to this Commission and the 
American people. In the light of the extensive evidence adduced 
at the supplemental hearing on this issue—and the extraordi- 
nary spectacle of the applicants’ conduct during the hearing— 
we must conclude that there is a very significant danger that 
ITT’s other interests will be allowed to intrude on the journa- 
listic functioning of ABC and subvert the proper use of this 
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electronic outlet for independent information, news, opinion 
and public affairs programming. 

ITT is a prototypic conglomerate with subsidiaries engaged 
in telecommunications services, sales of telecommunications 
equipment, sales of consumer goods, the insurance business, 
renting cars, book publishing, government defense and 
space contracts, and a host of other diverse economic activities. 
But in one respect ITT is different from the usual American 
conglomerate. In origin and in predominant complexion ITT 
is a foreign-based company. In fact the company’s foreign in- 
volvement was so extensive in 1934 that Section 310(a), [5467] 
47 U.S.C. § 310(a) (1964), prohibiting foreign control of radio 
stations, was included in the Communications Act of that year 
because of concern specifically about ITT. See Hearings on 
S. 2910 Before the Senate Committee on Interstate Commerce, 
73d Cong., 2d Sess. 118-35, 160-73 (1934). Hearings on H.R. 
8301 Before the House Committee on Interstate and Foreign 
Commerce, 73d Cong., 2d Sess. 20-28, 206-32 (1934). Although 
the dominant stockholdings of the company have always been 
American, the revenues of ITT have continually been derived 
mostly from foreign sources, And, despite a recent drive to en- 
large the domestic revenue sources, almost 60 percent of the 
total ITT revenues continue to come from abroad. 

ITT’s continuing concern with political and economic de- 
velopments in foreign countries as a result of its far-flung 
economic interests is now fully documented in the record. See 
extracts from ITT Board of Directors and Executive Com- 
mittee Minutes from January 1, 1963 to March 8, 1967 in the 
record as AR 83. These clearly show ITT’s recurrent concern 
with internal affairs in far-flung countries of the world, in- 
cluding rate problems, tax problems, problems with national- 
ization and reimbursement, to say nothing of ordinary 
commercial dealing. For example, at a meeting of August 14, 
1963, 


A review was made by the President of the current 
status of the [tax claim by the Japanese govern- 
ment]... . It was indicated that the Corporation fore- 
saw little hope of success if the matter were to be de- 
cided by the Japanese courts. A discussion was held of 
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the possible means of getting political help in resolving 
this case. (AR 83). 
[5408] On July 8, 1964 it was reported that a representative 
of Secretary of the Treasury Dillon had returned from Tokyo 
where he had discussions concerning ITT’s problems. (AR 83). 
A revealing example of the high levels at which such inter- 
national commercial negotiations can take place is documented 
in the so-called “Deep Freeze” documents. (J 261). “Deep 
Freeze” was an ITT proposal to lay an extensive network of 
cables for defense and commercial purposes from Canada to 
Britain via Greenland and Iceland during the period 1954-56. 
The Hearing Examiner, after receiving the documents and 
testimony about the project, later ruled them inadmissible be- 
cause the events with which they dealt were so remote in time 
as to have no probative value with regard to ITT’s conduct 
today. (R. 2810). We think this ruling was in error because it 
misconstrued the principal purpose for which the evidence waa 
proffered. Although the remoteness in time diminishes the rele- 
vance of this evidence in evaluating the likely conduct of 
today’s chief executive officers of ITT, the evidence is still quite 
relevant to show the very high government levels at which such 
commercial dealings of international corporations can proceed. 
This is fortified by the corroboration available in the Board 
minutes showing that representatives of Secretary Dillon in- 
terested themselves in ITT’s problems in Japan. 
[5409] Deep Freeze encountered opposition from govern- 
ment agencies in Britain and Canada which objected to foreign 
commercial control of this vast cable network. On June 20, 
1954 Mr. Ellery Stone, then President of the Commercial Cable 
Company, an ITT affiliate and still an ITT Vice President and 
Director, sent a letter to Sir Thomas Spencer, then Chairman 
of the Board of Standard Telephone & Cables Ltd., another 
ITT subsidiary, and still a Director of that company. That 
letter shows the high foreign political connections upon which 
ITT hoped to capitalize. Stone said, 


I know Sir Roger Makins, your Ambassador here, 
very well and also Sir Harold Caccia who is now in the 
Foreign Office. Caccia was my British political adviser 
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in Italy for one year. Also, Harold MacMillan, who is 
being mentioned over here as successor to Mr. Eden if 
and when Sir Winston retires. I served with Gen. John 
Harding in Italy when we were both under Alex, and 
Admiral McGriger, First Sea Lord, served under me in 
Italy, so I am hoping at least to be received by these 
gentlemen should we run into serious trouble due to 
RCA opposition. (J 261(b)). 


As it turned out Stone was successful in personally putting 
ITT’s case before his old friends. On November 5, 1954, he sent 
a cable to Forest Henderson, then Executive Vice President of 
American Cable & Radio Corporation, yet another ITT sub- 
sidiary. Stone said, 

Had meeting with MacMillan Minister of Defense 
Tuesday, 20 minutes of which were devoted to briefing 
him on Deep Freeze. . . . Half way thru our meeting he 
dictated memo to permanent Secretary of his Ministry, 
advising of his relationship with me during war, my 
present position, the [5410] cost and route of Deep 
Freeze and the JCS [United States Joint Chiefs of 
Staff] support saying that he understood our applica- 
tion had been pending for some time before HMG {Her 
Majesty’s Government] and was of interest to BPO 
[British Post Office] CandW [identity not stipulated 
but presumably a Canadian Government Agency] and 
his Ministry. He suggested that he be informed soonest 
where the matter stood. 

I informed Mr. MacMillan that I had heard that 
becos [sic] of possible divergence of opinion between 
BPO and CandW, BPO might refer to PM [Prime 
Minister] and I asked for an opportunity to be heard 
at highest level if there should be possibility of a nega- 
tive or restrictive decision. . . . I really feel much good 
was accomplished becos [sic] of MacMillian’s strong 
position in Government. (J 261 (i)). 


And on November 11, 1954, MacMillan wrote Stone, saying, 
“T assure you that we are going into the whole matter with the 
hope of reaching a decision as soon as possible.” (J 261 (k)). 
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Similar high Jevel negotiations were going on in Canada with 
such secrecy that ITT was determined not even to allow the 
United States State Department to find out about them. On 
November 26, 1954 Forest Henderson sent a cable to Ellery 
Stone. Henderson said, 


Have just had phone conversation with Martin 
Montreal [E. J. Martin, now and then representative 
of The Commercial Cable Co. for Canada]. He had 
just finished talking with our counsel [Gordon Mac- 
Claren, ITT special legal counsel in Canada] who had 
received call from [Lester] Pearson Minister of Exter- 
nal Affairs Thursday p.m. who requests we keep follow- 
ing information completely confidential. . . . he told 
our counsel that NATO was now involved and that vari- 
ous countries within NATO were going to consider 
it. .. . Martin called Bryce [Canadian [5411] Cabinet 
Secretary] . . . after receiving this information and ex- 
plained situation to him outlining Pearson’s conversa- 
tions to our counsel and pointing out fact that we had 
been promised a reply soon on our application by 
Canadian Government. Bryce replied that he was go- 
ing to consult immediately with the various ministries 
involved and would give Martin a report today Friday 
which Martin is going to relay to me. This report from 
Bryce will also be strictly confidential but it will help us 
to know the lay of the land and guide us in making 
further plans and decisions. We feel that it is high time 
for our State Department to step into this picture with 
a strong message to the PM’s of all countries involved 
requesting immediate attention to our project and 
favorable action on same... . because of following 
sentences and strictly confidential nature of above infor- 
mation we do not propose to divulge same to State De- 
partment. It is of greatest importance that above 
information coming from highest government source not 
be mentioned to anyone, including military person. It is 
pointed out that should the above become known the 
consequences would be disastrous. (J 261(m)). 
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In direct violation of express FCC regulations, 47 C.F-.R. § 43.52 
(1967), these negotiations, and the numerous others detailed 
in the various parts of J 261, were never reported to the FCC. 
(Ende 2669-70). 

Although several of the individuals involved in Deep Freeze 
are still associated with ITT, we do not rely on these events as 
evidence of the likely conduct of the present top management 
of the company. They do, however, illustrate the type of nego- 
tiations in which an international company such as ITT may 
get involved. 

Moreover, ITT still has a policy of involving those with pres- 
ent and past high political connections in its various business 
[5412] operations. The officers and directors of its foreign 
subsidiaries include two members of the British House of Lords 
and one of the French National Assembly. Another is a former 
premier of Belgium. And several have positions with ministries 
of foreign governments as officials of government-owned indus- 
tries. See Reply No. 1 accompanying Letter from Mr. Harold S. 
Geneen to Commissioners Robert T. Bartley, Kenneth A. Cox, 
and Nicholas Johnson, Nov. 7, 1966. This may or may not be an 
excellent way to run ITT’s business, but it does involve that 
company very closely in affairs in foreign countries and in the 
way our country views those affairs. A distinguished director 
of ITT, and one who has held high government posts in this 
country, testified in September that ITT tries to work closely 
in maintaining good relations with countries in which it has 
operations. (McCone 146). In short there is every reason to 
think that the 1945 analysis of FCC Chairman Paul Porter is 
applicable today. Porter said, 


I may analogize the present situation in the com- 
munications field to that in ocean transportation in the 
past. There was a time when the master of a vessel was 
in effect the diplomatic representative of his country 
in contact with the governments in the foreign ports 
where he touched. That situation is not altogether un- 
like our present situation in which the managements 
of the international communications companies are in 
@ position to shape our international communications 
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policy through their ability to negotiate and make ar- 
rangements with the representatives of foreign govern- 
ments. Indeed, managements of communications 
companies may at times be in the position [5413] of 
serving interests other than our own national interests. 
At the International Communications Conference held 
at Warsaw in 1936, at which the United States was repre- 
sented by its Government officials, a number of persons 
connected with our United States Carriers were present 
and actively participated in the conference as members 
of delegations of certain Latin-American countries. Such 
situations and circumstances whereby our carriers may, 
because of the necessity of protecting their local interests 
at foreign points, engage in political activity within the 
foreign country, raise serious considerations which I 
think this committee should take into account. A glance 
at a chart which I have submitted (F. C. C. Exhibit No. 
IX (1)) will show the extensiveness of the interests of 
the ITT in foreign countries. Its large financial stake 
in business ventures in foreign countries is indicative 
of the potential conflict of its interest as an operator 
of United States communications with its interest in 
the protection of foreign holdings. Hearings Before a 
Subcommittee of the Senate Committee on Interstate 
Commerce, 79th Cong., Ist Sess., 173-74 (1945). 


What was of concern in 1945 is no less so today. 

Nor are ITT’s political relations limited to foreign countries. 
It would be inappropriate for us to detail ITT’s well-known 
domestic political activities at length. One example, drawn from 
the record, should be adequate. In the “CATV-Status Report” 
presented to Mr. Geneen by Mr. Vollbrecht on December 30, 
1966 (J 126) ITT’s CATV operations are discussed under two 
major headings. The first deals with political considerations, 
the next is headed, by contrast, “Operation of CATV Systems 
as a Business Enterprise.” (emphasis added). [5414] The 
political section of this memorandum is revealing for what it 
shows of ITT’s capacity for dealing in a business-like way with 
the cost of obtaining what is described as “a political plus.” It’s 
simply charged to “public relations.” Here’s the analysis: 


423 


In Mr. Gerrity’s absence I was able to obtain the fol- 
lowing from Mr. Perkins of the public relations depart- 
ment: 

1. We want to accommodate the Louisiana group 
on the Baton Rouge franchise if we can do so without 
losing money. While we want to come out as profitable 
[sic] as possible, our real objective here is to build a po- 
litical plus—not drive a hard bargain—i.e. [,] we don’t 
want the Louisiana group to go forward with someone 
else. 

2. Hence, we are committed politically to going for- 
ward with the Louisiana group if they are the successful 
bidders for the Baton Rouge franchise. 

In handling this proposal, we should insist on the fol- 
lowing disciplines [sic. divisions?] between FEC and 
public relations: 

1. FEC is responsible for negotiating a deal that meets 
our agreed minimum requirements for a profitable oper- 
ation for FEC. 

2. If FEC is unable to negotiate such a deal, they 
must keep negotiations open for public relations depart- 
ment. Public relations is responsible for the cost of any 
deal that produces less than the minimum profit standard 
for FEC. (J 126, p. 2). 


This is scarcely the analysis of the politically unconcerned. 

Why are ITT’s international relations relevant to ABC’s 
public affairs independence? For essentially two reasons. A 
company whose [5415] daily activities require it to manipulate 
governments at the highest levels is likely to be left with little 
more respect for the role of a free and independent press in a 
democratic society than for the role of conscientious govern- 
ment officials fulfilling the broadcast public interest of their 
nation’s citizenry. Secondly, the pressures and temptations to 
pervert the proper role of the press increase in quantity and 
complexity with a company’s foreign entanglements. It goes 
without saying that any public official, or large corporation’s 
officer, is necessarily closely concerned with the appearance of 
some news stories, the absence of others, and the slant of all 
affecting his personal interests. That’s what public relations 
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firms, and press secretaries, are all about. It simply cannot be 
disputed that any one of America’s three major networks’ news 
and public affairs coverage is a matter of considerable signifi- 
cance throughout the world. To do the reporting job inde- 
pendently is difficult enough for the most independent and 
conscientious of newsmen. We simply cannot find that the 
public interest of the American citizenry is served by turning 
over a major network to an international enterprise whose 
fortunes are tied to its political relations with the foreign 
officials whose actions it will be called upon to interpret to the 
world. 

Of course, the applicants provide us self-serving assertions 
that ABC will remain independent. Of course, they have not 
brought us any evidence of past abuse. But if this Commission 
is ever to [5416] consider the integrity of the news reporting 
services that feed an informed people in a free society, it must 
make judgments based on common sense and probabilities. 
If it relies upon parties to proposed mergers to bring evidence 
to the Commission of the threat to an independent news serv- 
ice it will be a long time waiting. Indeed, it is only by the sheer- 
est coincidence that the applicants have provided us in this 
case with specific and dramatic evidence of their approach to 
news media. We find their behavior and attitude shocking and 
persuasive, but we believe the case against the merger in this 
respect can—and in a general sense must—be said to be fully 
sustained without it. 

And yet, in the course of this very proceeding with which 
we now deal, several ITT officials exhibited a thorough dis- 
dain for the unfettered functioning of a free press in this coun- 
try. Obviously the company has a great economic interest in the 
outcome of this proceeding and is interested in the way the press 
treats the news which develops with regard to the merger pro- 
posal. Like most large corporations, ITT has public relations 
officials whose legitimate function is to keep the press informed 
as events unfold. But during the hearing in this matter, three 
reporters covering these proceedings were called to testify and 
the picture which emerged of ITT’s attitude toward the press 
goes far beyond that of legitimate public relations activity. 


425 


Most important were the recurrent and thoroughly [5417] 
reprehensible contacts with New York Times reporter Eileen 
Shanahan, detailed in Section II, supra. 

The sole reliance of ABC and ITT in arguing that ABC news 
and public affairs will be uninfluenced by other ITT business 
interests is the autonomy which will be granted to ABC within 
the ITT organization, and the autonomy which ABC news is 
represented to have now within ABC itself. The same Policy 
Statement discussed in Section V, supra, is relied upon to guar- 
antee these two levels of autonomy. But, as noted there, ITT 
has already experienced difficulty in keeping ABC insulated. 
The conduct of the public relations officials, if we can assume 
that it was unsanctioned by top management, indicates further 
the difficulties in controlling all the activities of such a far- 
flung business organization. Perhaps the Policy Statement and 
a determined commitment by ITT can control its public re- 
lations people and the more zealous ITT business officials, but 
the evidence in this proceeding raises serious doubts. 

Furthermore, the “autonomy” of ABC news is, given the 
fallibilities of human nature, less than a solid pillar with which 
to support news and public affairs integrity. But for the brazen 
activities of ITT in this very proceeding it would never have 
occurred to us to suggest that the most probable threat to the 
integrity of ABC news would come from overt actions or writ- 
ten policy statements. Now that is clearly possible. But, even 
now, we believe the most substantial [5418] threat comes from 
a far more subtle, almost unconscious, process. ABC newsmen 
and their supervisors will know that ITT is the boss, and that 
ITT has sensitive business relations in various foreign countries 
and at the highest levels of our government, and that reporting 
on any number of industries and economic developments will 
touch the interests of ITT. The mere awareness of these inter- 
ests will make it impossible for those news officials, no matter 
how conscientious, to report news and develop documentaries 
objectively, in the way that they would do if ABC remained 
unaffiliated with ITT. Some of the newsmen will advance with- 
in the news organization, or be fired, or become officers of 
ABC—perhaps even of ITT—or not, and no newsman will be 
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able to erase from his mind that his chances of doing so may 
be affected by his treatment of issues on which ITT is sensitive. 

Thus, the threat is not so much that documentaries or news 
stories adversely affecting the interests of ITT will be filmed 
and then killed, or slanted—although that is also a problem. 
It is that the questionable story idea, or news coverage, will 
never even be proposed—whether for reasons of fear, insecu- 
rity, cynicism, realism, or unconscious avoidance. There is also 
the possibility that “news” and “public affairs” (or even en- 
tertainment) material would be ordered, or proposed, that 
serve as little more than public relations pieces for ITT or its 
economic and political interests. But, once again, while this 
is a real threat, the more probable abuse is that when a [5419] 
legitimate and favorable item of questionable newsworthiness 
comes along the scales will be tipped in favor of its exposure. 
Nor will it serve American journalism if the newsmen overcom- 
pensate and give unwarranted stress to developments embar- 
rassing to ITT. For whatever the response, the American people 
will be exposed to programming from ABC that will forever 
be—or should be—subject to the suspicion that it has been 
developed with the interests of ITT in mind, however those 


interests may be perceived or felt. The risks which this suggests 
are of a kind that should be taken only with the greatest caution 
and only with a showing of extraordinarily compelling counter- 
vailing benefits. 


[5420] VII. ABC Has No Neeps ror AppirionaL Funps 
Wuicu Cannot Bre Financep WirHouT THE NECESSITY OF 
MERGER 


The primary justification for the merger which the parties 
have consistently advanced is the financial support which ITT 
will lend to ABC. ITT’s aims are not eleemosynary, but, it is 
contended, in order to obtain a position of reasonable profit- 
ability in the long run ABC must make great expenditures for 
colorization and modernization of its facilities over the next 
four years. We had general estimates of the magnitude of these 
expenditures at the September hearing, but, as a result of this 
supplemental hearing, we have obtained more precise estimates 
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and a detailed examination of the expenditures involved. The 
most significant and controversial of these proposed expendi- 
tures is the $113,470,000 listed for new studio and technical 
complexes to be erected in New York and Hollywood. An ex- 
amination of the evolution of the ABC estimates will help 
place them in perspective. 

A merger with ITT was first proposed to ABC by a third 
party in December of 1964. It seems likely that this feeler was 
instigated by ITT, because ITT took the initiative in making 
contact with ABC in January of 1965. In February ITT made 
a specific offer to ABC but ABC President Goldenson rejected 
it. A lull in the negotiations prevailed until November 16, 1965 
when Geneen of ITT again initiated conversations. Serious 
negotiations ensued and agreement was reached. On Decem- 
ber 7, 1965 the Boards of Directors of both companies approved 
the merger [5421] and a preliminary contract was signed be- 
tween the parties. And on February 14, 1966 an agreement of 
merger was signed with a provision that either party could 
walk away from the transaction within sixty days if certain 
assumptions, primarily financial, proved unfounded. 

The first fact to be noted is that at no time during any of 
these negotiations was ITT given any dollar estimates by ABC 
for colorization and construction costs. The opinion of ITT’s 
top management, expressed in a document submitted to the 
ITT Board for its consideration in connection with the merger, 
was that “ABC’s five year cash throwoff through 1970 will 
approach $100 million, almost all of which will be available for 
reinvestment outside the television business.” (J 238, p. 3). 
ABC now seems to feel that if allowed to merge with ITT and 
make all contemplated expenditures it will become more com- 
petitive with the other two networks. But ITT made no such 
assumption in reaching the $100 million figure, for the same 
document emphasizes that “we have not programmed any im- 
provement in coverage in our projections of revenues and in- 
come through 1970.” (J 238). 

Even more revealing is the fact that the minutes of the ABC 
meeting of December 7, at which the merger was approved, 
contain no mention whatsoever of the financial aid ITT will 
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bring in ABC expansion plans. The entire discussion of benefits 
expected from the merger is as follows: 


[5422] Mr. Siegel [of ABC] went on to state that among 
the principal advantages which might be foreseen from a 
merger with ITT were the fact that ITT’s accounting de- 
partment is fully automated and that the benefits of such 
automation would be available to ABC, whereas the in- 
stallation of automation by ABC, which he deemed essen- 
tial, would cost many millions of dollars; that ITT’s 
experience in engineering would be of great benefit to 
ABC; that ITT is firmly established abroad and he feels 
that this would enhance ABC’s growth in foreign tele- 
vision; that if ABC were part of a larger complex, the wide 
fluctuations in earnings typical in the broadcasting busi- 
ness should be reduced and that he believed that, ABC’s 
image in the eyes of sponsors would be enhanced if it were 
part of a larger and stronger complex. (J 5, p. 5). 


Thus, despite testimony at the supplemental hearing that ABC 
was generally aware in 1965 of the great costs involved in 
colorization and modernization, and despite testimony that 
ITT was informed—again in a general way—of the great ex- 
pense anticipated, the contemporaneous documents indicate 
that neither company viewed ITT as a source of funds for 
ABC. ITT expected the flow of money to be in the other direc- 
tion, and ABC did not mention financial needs at all. 

In the middle of April 1966 ABC submitted several very large 
exhibits to the Commission in support of the merger. One ex- 
hibit deals, in part, with the great expenses facing ABC. 
ABC said, 

Among the major expenditures which ABC immediately 
faces, if it is merely to retain the competitive position 
it has achieved are the following: (a) color conversion 
costs. ... (b) increased entertainment program costs. . .. 
(c) feature film production costs. ... (d) increased news, 
special events and [5423] public affairs costs. ... (e) in- 
creasing sports costs. ... (f) the cost of program innova- 
tions. . .. The above six examples are only illustrative of 
the many greatly increased expenditures that are required 
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merely to keep pace with television as it has developed to 
date. 


Thus as late as March of 1966, in listing illustrative examples 
of increased expenditures, there is no mention whatsoever of 
the most significant expenditures which are now proposed— 
those for new technical and studio complexes. 

In July of 1966 the Commission wrote Mr. Goldenson, re- 
questing a specification “in further detail [of] the manner in 
which the financial resources of ITT will enable ABC to im- 
prove its program services and thereby better to serve the pub- 
lic interest.” In reply we received the first mention of the 
expenditures which now constitute more than one-third of 
ABC’s stated cash needs over the next four years. Mr. Golden- 
son wrote, “Illustrative of the capital requirements for plant 
and equipment [emphasis in original] already known and 
planned by ABC [emphasis added] are $34.0 million (in addi- 
tion to $10 million already spent through 1965) for conversion 
to color; $17 million (in addition to $6.5 million already spent) 
to purchase and furnish ABC’s new office headquarters build- 
ing in New York City; and approximately $90.0 million for 
constructing and equipping new [emphasis in original] studio 
complexes to be built in New York and Los Angeles, as a part 
of our long range plan.” 

The $90 million figure is the first mention we received of 
ABC plans for new studio complexes. And it was from Mr. 
Goldenson’s [5424] July letter to the Commission that ITT 
first got any “hard” figures on proposed expenditures by ABC. 
(Geneen 2008). 

The facts surrounding calculation of that $90 million figure 
are essentially uncontested. Mr. Goldenson relied on Mr. Siegel, 
ABC Executive Vice President, for the figure. (Goldenson 
1536). Mr. Siegel asked a Mr. Marks, then head of ABC’s 
construction department, to arrive at an estimate, and it was 
Mr. Marks who put together the figure of $90 million. (Siegel 
2389). Siegel’s understanding is that Marks arrived at that 
number by adding together three other estimates: $17 million 
for Hollywood construction, $40 million for New York con- 
struction, and $33 million “for the cost of equipping the new 
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studios and renovating the existing properties in New York.” 
(Siegel 2540). Let us examine the history of these “plans.” 

In December of 1964, ABC appropriated $300,000 “for archi- 
tectural and engineering fees for preparation of designs and 
plans for proposed expansion and updating” of its Television 
Center in Hollywood, and $300,000 “for architectural and en- 
gineering fees for preparation of designs and plans for . . . 
alternations and improvements” of its New York properties. 
(AR 8). The Austin Company was employed to make these 
plans. The Hollywood plan was submitted in May of 1965 and 
was estimated to cost slightly over $12 million. (AR 12; AR 39). 
This plan contained no new technical facilities for Hollywood. 
Although [5425] no documents are available to verify this, 
Siegel testified that discussions made it clear that improved 
technical facilities would be necessary, and it was on this basis 
that the estimate was raised to $17 million by July of 1966. 
(Siegel 2391-94). The Austin Company’s plan for New York 
was presented on June 20, 1966. (AR 39). It was discussed at 
a meeting on July 8, 1966, and was rejected by both Goldenson 
and Siegel because it took too short-range a view. (AR 19; 
Goldenson 1532; Siegel 2394-95). But in January of 1966, based 
on what was then available of this New York Austin plan, the 
Diesel Construction Company submitted an “approximate” 
estimate of $39,050,000 for the New York construction. (AR 
15). In August, 1966, after ITT had appointed Mr. Benham 
to aid ABC in their planning, an internal ITT memorandum 
revealed that “there is some internal disagreement at ABC re- 
garding the present so-called master plan of expansion. This 
might be an area where our firm guidance can be of value to 
the future of ABC.” (J 256) (emphasis added). But it was the 
January Diesel estimate, based on a rejected Austin plan and 
formulated about five months before that Austin plan was in 
final form, which formed the basis for the $40 million estimate 
for New York construction. 

The record is virtually silent as to the basis for the $33 million 
figure for equipping and renovating New York properties. Mr. 
Siegel testified that this was “mostly construction work on 
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existing properties.” [5426] (Siegel 2540). But there is no 
further testimony nor documentary support for this estimate, 
despite the fact that all relevant ABC documents were re- 
quested. The Justice Department challenged this figure 
(J Findings, p. 127), and ABC and ITT have made no attempt 
to justify it. 

The point is not that $90 million is an exaggeration of the 
eventual cost of the facilities presently contemplated in New 
York and Hollywood. Indeed, since the New York Austin plan 
was rejected for taking too short range a view, it might be 
argued, as ABC and ITT have, that $90 million was an under- 
estimate of the eventual costs involved. But note that, as late 
as July 1966 and in specific response to a Commission request, 
ABC had no firm idea of its need for facilities or the period of 
time in which it would expect to build and pay for them, or the 
deadline for completion or even beginning of construction. 
Since the Austin plan had been rejected, no plan for New York 
construction was then in being. The point, therefore, is that 
the representation by Mr. Goldenson that the $90 million rep- 
resented capital requirements “already known and planned 
by ABC” was simply unfounded. 

The present plans which ABC now puts before us were de- 

veloped in coordination with ITT and were still not in final 
form in January of this year, 1967. The estimates which we now 
have were completed on February 8, 1967, after the Justice 
Department had petitioned the Commission to reconsider its 
decision. 
[5427] One document (AR 3) purports to show the estimated 
cash flow for ABC from 1966 through 1970. It estimates that 
in those five years ABC will have cash sources of $208,850,000 
and cash needs of $372,722,000. After considering borrowing al- 
ready contemplated and cash currently on hand, the document 
concludes that ABC will require $75,111,000 over the five years, 
with a peak shortage in 1969 of $85,801,000. 

Several aspects of this cash flow estimate and related docu- 
ments require particular attention and, we think, effectively 
dispose of the argument that the merger will bring some par- 
ticular financial benefit to ABC that it. cannot manage easily 
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on its own and which is necessary to make ABC an effective 
competitor. In particular: 


—The financial estimates were not constructed with the 
usual motivations of prudent businessmen. The total cost 
was computed with an eye toward the necessity of impress- 
ing this Commission with the magnitude of necessary ex- 
penditures, rather than a realistic approach to ABC’s actual 
needs. 

—The cash flow estimates err markedly on the side of 
exaggerating ABC’s projected cash deficit and hence repre- 
sent an unrealistically high prediction of ABC’s cash needs 
even if its need for facilities and the target date of 1970 
are accepted. 

—ABC’s difficulties in borrowing have been grossly exag- 
gerated. Even if all its assumptions of need for facilities, 
desirable completion date, and cash flow estimates based 
on these are accepted, there is no substantial doubt that 
ABC could obtain any necessary financing. 


[5428] These conclusions flow quite naturally when one ex- 
amines the various components of ABC’s cash flow exhibit. 


—An ABC official admitted that an $890,000 item should 
have been omitted from the total for plant development in 
Hollywood. (Barnathan 2125). Since that figure would 
carry over into the cash flow projections, it would appear 
that cash uses are exaggerated by that amount. 

—In 1966 ABC realized $2,500,000 in capital gains from 
the sale of some of its theaters. In 1967 it contemplates 
realizing $2,000,000 from already completed transactions. 
But the estimates for 1968, 1969, and 1970 from this source 
are only $150,000 each. The explanation offered is that 
“Since such transactions are not predictable, the amount 
shown represents the cash expected from previously com- 
pleted transactions.” But Mr. Siegel admitted that ABC 
contemplated further “capital dispositions.” (Siegel 2421). 
It seems more reasonable to use the 1966 figure as a predic- 
tion for the other years. On this basis ABC would have an 
additional $7,550,000 to add to its cash resources over the 
five year period. 
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—ABC included no amount in cash sources for the price of 
common stock sold under options for the years 1967—70, 
despite the fact that it realized $900,000 from this source 
in 1966. The explanation offered is that “if the merger is 
consummated, ABC will not receive the proceeds, and if 
the merger is not consummated, it is likely that the 
amount to be received on options exercised would not be 
significant.” The first alternative is obviously irrelevant, 
and no reason is given for the second conclusion. In fact 
there are more options exercisable at the end of 1967 than 
there were in 1966 (57,189 shares as opposed to 52,718), 
and there is a [5429] large number already exercisable in 
1968 (50,696). (J 270, p. 19.) It would seem more likely 
that an amount at least approximating that realized in 
1966 would be available in each year from 1967 to 1970. 
If that were so, ABC would have an additional $3,600,000 
available over the four year period. 

—As one use of cash, ABC plans to spend an as yet 
uncommitted $10,500,000 from 1968 to 1970 to purchase 
new theaters. While the company is undergoing a vast 
expansion of capital spending in other areas, it would seem 


reasonable to expect it to seriously curtail this program of 
theater purchases. While this would mean some loss of 
revenue, it seems likely that ABC could, in this way, cut 
its net capital deficit almost $10,000,000 over those three 
years. 


It thus appears that, on these four items alone ABC could 
reduce its alleged cash deficit for the period by more than 
$20,000,000. 

If Congress passes certain tax legislation it is considering Mr. 
Siegel testified that ABC would save approximately $12,000,- 
000 in taxes, thus reducing its cash needs by that amount. Part 
of this would be offset if the suggested six percent tax surcharge 
were also passed, but this would reduce these savings by less 
than $1,000,000. (In 1966 ABC paid Federal income tax of $14,- 
$50,000.) If ABC does go ahead with the building of its new 
New York and Hollywood studio complexes, Siegel testified that 
ABC would have a substantial amount of equipment and prop- 
erties to sell, although he could not predict “what we will get for 
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it.” (Siegel 2421). It: would thus seem that there is probable 
additional income which would reduce ABC’s projected cash 
deficit even further. 

[5430] Several specific items of expenditure included in the 
AR 3 calculations are of either questionable necessity or of 
dubious validity. 

The figures include estimates to colorize two studios in New 
York which the ABC official in charge repeatedly testified there: 
is no present intention or programming need to colorize.. 
(Barnathan 2097, 2230, 2245-47, 2254). If that colorization is 
not necessary, ABC will save $4,818,000. 

ABC estimated $5,460,000 for replacement of 42 video tape 
recorders. ABC does not yet know if RCA will be able to supply 
modification kits for the existing recorders at a price of $1,008,- 
000. If RCA can supply these kits, that would mean an ad- 
ditional saving of $4,452,000 for ABC. 

If all these uncertainties were to be resolved in favor of ABC, 
it thus appears that its cash shortages, accepting all its other 
estimates, would be reduced by more than $40,000,000, even if 
ABC undertook its entire expansion program in the contem- 
plated time. 

In addition it is perfectly clear that the ABC estimates were 
not constructed from the vantage point of a company in a tight 
cash position. The Justice Department has compared ABC’s es- 
timates of November 1966 (AR 25) with those of February 
1967 for a technical center in New York and Hollywood and 
for colorization in New York. In those few months ABC esti- 
mates for these items increased from $21,095,000 to $28,190,000, 
or more than 30 percent. The explanation offered at the [5431] 
supplemental hearing for the various components of these in- 
creases were wide-ranging. For one item, “the construction de- 
partment did not put it in their figures.” Another was “an 
oversight.” (Barnathan 2171). 

Other items have increased or changed radically only since 
January 1967. For instance, in January transmission and switch- 
ing equipment for coverage of the Olympics and the conven- 
tions was estimated at $700,000. (J 257). In February this had 
become $760,000. (AR 3, att. B). That Hollywood Technical 
Center whose projected cost had elevated from $5,345,000 in 
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November 1966 to $6,775,000 in February had been estimated 
at $5,841,000 in January. 

In short, the estimated costs have escalated so substantially 
between January and February of 1967 that one is led to the 
conclusion that the Department of Justice petition for recon- 
sideration on January 18, 1967 may have played a dispropor- 
tionate role in ABC’s accounting. And the final figures which 
ABC has submitted must be taken to represent absolute maxi- 
mum projections rather than taken at face value, as the ma- 
jority seems prepared to do. The actual expenditures which 
ABC will face if it goes ahead with all anticipated projects may 
fairly be estimated at considerably less than the ABC figures 
indicate. 

An underlying assumption of AR 3 requires some additional 
attention. In order to arrive at cash sources ABC estimated a 
growth in net earnings from operations over the five year period 
of 15 percent [5432] a year. Mr. Siegel testified that he was not 
at all confident that the company could sustain this rate of 
growth. (Siegel 2419). Indeed earnings of the company did not 
proceed at any such rate of growth from 1961 to 1964 when they 
went from $9.9 million to $11.0 million. But in 1965 they in- 
creased by 43 percent, to $15.7 million, and last year increased 
another 14 percent to $17.9 million. And ITT’s projection at 
the time of the merger was “an earnings growth of some 16 
percent a year expected for ABC” over the period 1966-1970. 
(J 238, p. 2). This was evidently based on a Roth Gerard Re- 
port prepared for ITT (J 238) which projected a 1970 net 
income for ABC of $36 million. This compares with the $31 mil- 
lion ABC has estimated in its cash flow projections based on its 
15 percent estimate. 

But, even if ABC fell somewhat short of the predicted 
growth rate for ABC, given all the other contingencies whose 
probable resolution will work in ABC’s favor, and considering 
that their projected expenditures must be taken to err greatly 
on the high side, it is virtually certain that its cash position 
will be considerably more favorable through 1970 than appears 
from AR 3. 

Finally, it must be noted that there is no evidence whatso- 
ever that ABC had set a 1970 target date for completion of its 
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capital improvements until it became necessary to justify the 
merger to the Commission in September 1966. As late as July 
of 1966, Mr. Goldenson, [5433] in his letter to the Commission, 
spoke generally of “long range plans” with no specific date for 
completion mentioned. 

There is no evidence, except affirmations by ABC officials, 
of a programming need severe enough to justify the rapid con- 
struction schedule contemplated. The only conceivable need 
would be the race to color programs. But the evidence is quite 
clear that ABC will have its entire schedule in color by autumn 
of this year, 1967. (Goldenson 1521-22). While some of their 
facilities could stand improvement, no reason is shown why a 
slower rate of construction would not be adequate. 

The Broadcast Bureau states the obvious: if ABC defers 
its projected studio complexes for one, two, or more years, its 
projected cash deficits will be considerably reduced. (BB Find- 
ings 283). ABC and ITT answer that “the sooner the projects 
[are] completed . . . the sooner [ABC] will have the studio 
space and operating flexibility that it must have in order to be 
fully competitive with NBC and CBS.” But the only evidence 
to support this statement are further statements—all self-serv- 
ing—by ABC officials. 

Both the Department of Justice and ABC produced expert 
witnesses to testify on ABC’s ability to borrow the necessary 
funds to carry through the projects in AR 3. John Burton, 
Professor of Finance at Columbia University, testified for the 
Department, and Mr. Wilbur Ross, of the investment firm of 
Faulkner, Dawkins & Sullivan, for ABC. Professor [5434] 
Burton believed that ABC could raise the money required for 
those projects in the money market through debt or equity 
financing. (Burton 3102-03). He offered five specific plans for 
accomplishing this in various ways. (J 350). Mr. Ross, while 
criticizing each of Burton’s five plans, had prepared a plan 
himself by which he felt ABC could finance its planned expend- 
itures without a merger, assuming that all the variables in 
AR, 3 were correct and accepted by the relevant financial in- 
stitutions. (Ross 3605). When asked if lending institutions 
would accept his plan today and loan money to ABC on it, 
he replied, “yes . . . if I can convince the people that the 15 
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percent growth will occur, yes, it is bankable.” (Ross 3608). 
Even if there is question as to the reliability of the 15 percent 
projection for growth in earnings, there are much more sub- 
stantial contingencies which will more likely be resolved in 
ABC’s favor. Certainly lending institutions would take these 
into account also. Therefore, it can only be concluded from 
the testimony of ABC’s own witness that ABC is fully capable 
of financing all projected expenditures without the proposed 
merger. It is also noteworthy that ITT estimated at the end 
of 1964 that ABC would have borrowing power of $267 mil- 
lion in 1969. While this may have been optimistic, it is more 
than $170 million more than ABC’s current long term liabilities 
which, in turn, are more than double the maximum cash deficit 
which ABC estimated in AR 3. 


[5435] VIII. Tae Mercer’s Errect oN THE ADVERTISING 
MarKET 


The Department of Justice urges that the merger will have 
a detrimental effect on the advertising market because it will 
present the danger of foreclosing ITT’s own advertising from 


other companies, and it will provide the opportunity for re- 
ciprocal dealing by ITT which might foreclose the advertising 
of some of its major suppliers from other broadcasters. 

The first argument is rather insubstantial. ITT’s 1966 tele- 
vision advertising amounted to $1.7 million, and it estimates 
its 1967 expenditures for this purpose at $2,999,510. (R 3851). 
This compares with total United States television advertising 
of more than $2.5 billion. Even if ITT increases its expenditures 
in this area enormously, it will be in no position, by withholding 
its own advertising, to foreclose a significant part of the tele- 
vision advertising market from other broadcasters if it acquires 
ABC. 

For its reciprocity argument the Department points to such 
major suppliers of ITT which also advertise on television as 
Ford Motor Co., General Motors, Chrysler, General Electric, 
DuPont, Gulf Oil, American Airlines and United Airlines. But 
all of these companies combined had only about 4 percent of 
the total television advertising in 1965. The Department points 
to a case where actual [5436] intent and apparent ability to 
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foreclose five percent of a market in a highly concentrated in- 
dustry was sufficient to render a merger illegal. United States v. 
General Dynamics Corp., 258 F. Supp. 36, 64-65 (1966). But in 
this case it is unlikely that ITT could command all or most of 
the advertising of even one of the companies mentioned. First 
of all, ITT’s purchases are only tiny fractions of the total sales 
of each of those companies, though the record is silent on the 
exact percentages. Second, the value of the television adver- 
tising of each of the companies exceeds that of ITT’s purchases 
from it. Furthermore, there are many other very sizable com- 
panies in the broadcasting business which could be expected to 
have comparable shares of the total purchases from those 
companies. And any future entrant into networking would 
likewise probably be a sizable corporation which could offset 
much of the leverage ITT could exert. 

In sum, while we do not completely reject the Department’s 
concern, we do not believe the possibility that an ITT-owned 
ABC would inject anticompetitive pressure of a significant 
degree on the television advertising market can have a sub- 
stantial effect on our decision. 


[5437] IX. Conctusion: THE Lack or JUSTIFICATION FOR 
THE MERGER IS CONFIRMED BY THE MasoriTy’s RELIANCE ON 
Discrepitep EvIpENCE AND BALD ASSERTION 


The opinion of the majority is truly an extraordinary docu- 
ment. 

Citations to the hearing record in this case, and the evidence 
adduced, are few and difficult to find. When they do appear they 
are almost exclusively the product of selective culling from the 
testimony of officials and employees of the merging companies. 
The majority provides no citation or discussion whatsoever of 
any of the testimony of the expert witnesses offered by the 
Department of Justice, save two. For example, not even a 
modest attempt is made to deal with the testimony of Professor 
Albert Hill of the Massachusetts Institute of Technology, Dr. 
Joseph Vincent Charyk, President and Director of Comsat, Mr. 
Asher H. Ende of the Common Carrier Bureau of this very Com- 
mission, Bogdan R. Stack of the Stanford Research Institute, 
Paul Visher of Hughes Aircraft, or Professor Harvey J. Levin of 
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Hofstra University. Only the smallest portion of the testimony 
of the one expert witness in broadcast economics, Dr. Hyman 
H. Goldin, is even mentioned. The bulk of his testimony, bear- 
ing on the detriments to be expected from the merger and 
illusory nature of the stated justification, is given no mention. 
And the Department’s final expert, Professor John Burton of 
Columbia University, is dismissed without the slightest atten- 
tion to the product of his extensive labors. The Commission 
states: 
[54388] We are confident that the [Justice] Department, 
with its extensive and highly skilled investigatory re- 
sources and its experienced and expert ability at economic 
analysis has put into the record every fact of possible 
relevance to our consideration and decision of this matter. 
(par. 82). 


This gratuitous statement must have been intended jocularly, 
for the Commission has virtually ignored the relevant evidence 
which the Justice Department has presented. 

The “justification” for the merger now lies, as it did last 
December, in unsupported conclusions of the majority often 
at odds with the record in this case. Where record support for 
the conclusions does exist it can be found only in the testimony 
of the witnesses who have a direct economic interest in the out- 
come of this case—officers and officials of ABC and ITT. At 
times this testimony is flatly contradicted by far more credible 
evidence. At other times, although uncontradicted, it stands in 
stark contrast to human experience and common sense. On 
only the rarest occasions are the applicants’ self-serving state- 
ments corroborated by substantial and probative evidence. Yet 
almost never are they rejected by the majority. 

The extensive analysis which we have attempted of the 
public interest elements of this merger stands, we feel, as ample 
rebuttal to the conclusory opinion of the majority. We believe 
that any fair reading of the record by an impartial tribunal 
would sustain the reasoning and the conclusions we have 
reached. But some of what the majority says is so palpably 
unsupported or at odds with the array [5439] of testimony 
and documents before us, and at times so internally inconsist- 
ent, that we cannot let it stand without explicit challenge. 
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Moreover, our review of the majority’s opinion in this section 
serves as a useful way to summarize and conclude our 
presentation. 

Here are a few samples of the majority’s “analysis” and 
supporting “evidence,” which we have drawn from its own 
opinion. 

(1) The majority says, “no determined negotiations for ac- 
quisition of television properties were pursued by ITT until it 
began negotiating with ABC.” (par. 14). The facts are that 
there is direct testimony by a disinterested witness that Harold 
Geneen, President and Chairman of the Board of ITT, offered 
$35 million for Hartford station WTIC in 1963 in a meeting 
with WTIC officials in Hartford. (Graham 2599). It is true 
that Geneen denied this, but the contemporaneous documents 
indicate that he did make such an offer. See Section II, supra. 

(2) The majority contends that, 

{I]t appears that the January 5, 1966 decision of ITT’s 
CATV Committee to continue the [ITT CATV] freeze 
was not premised on the possibility of a merger with 
ABC. (par. 25). 


In a footnote an attempt is made to explain away the very sub- 
stantial evidence that the merger played a definite part in that 
decision. A CATV status report written for Mr. Geneen by his 
assistant, Mr. Vollbrecht, showed awareness of the necessity to 
ask ABC to “audit ... our decision to go or no go in 
(CATV].” (J 126, p. 4). The majority [5440] accepts Mr. 
Vollbrecht’s testimony that he had no intention of consulting 
with ABC until after the merger had been consummated. But 
this abiding faith in Mr. Vollbrecht’s assertion is only possible 
when one fails to look at the entire document from which the 
majority quotes selectively. Earlier in the same document, 
Vollbrecht had said, “We have not yet been able to satisfy our- 
selves on @ go or no go decision. We expect to do this within the 
next two weeks.” (J 126, p. 2). On December 26, the date of the 
memorandum, it was clear that ABC and ITT would not even 
conclude their merger agreement for almost four weeks. There- 
fore, if Vollbrecht’s testimony is to be believed, he could not 
consult with ABC within two weeks, and the language which the 
majority quotes makes no sense. 
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(3) The majority concludes that, “ITT was never seriously 
interested in pay-TV.” (par. 8). To arrive at this curious con- 
clusion credit is given to the testimony of two ITT officials— 
and none to that of a third party who contradicts them. And 
the majority also conveniently ignores the documentary evi- 
dence indicating that ITT felt that, “The opportunities for 
ITT... [include] Pay TV itself.” (J 119, p. 28). 

(4) The majority parades a list of “technological tasks which 
ITT can undertake to help solve the problems of UHF and 
of ABC coverage.” (par. 36). But it fails to point out that this 
list was compiled by the ITT technical director on September 
16, 1966 (J 262), three [5441] days before the first hearing in 
this matter and was thus—we think one can reasonably as- 
sume—an attempt to come up with some justification of the 
merger. The Commission has made no attempt to independently 
evaluate the feasibility or the likelihood of success of any of 
these projects. The probative value of that same memorandum 
is put in more realistic perspective, we believe, when it is real- 
ized, as the majority candidly says, that ITT also argues it 
can aid satellite-to-home broadcasting. No doubt ITT could 
aid satellite-to-home broadcasting, just as it could aid UHF 


if it wished, but it never will if it acquires ABC, because, as 
Mr. Geneen admitted (Geneen 1857-58), the consequent by- 
passing of ABC’s owned and operated stations would mean 
economic disaster for ITT. 

(5) The majority states, 


The record makes clear that all ITT subsidiaries are ex- 
pected to purchase equipment, supplies, technology and 
services where they can do so most economically and effi- 
ciently from the viewpoint of their own operations, with- 
out regard to other ITT affiliates. (par. 47). 


As incredible as this may seem, it is indeed what ABC and ITT 
officials testified. But it is also directly and positively contra- 
dicted by the record. FEC President Chasen testified that he 
tries to rent Avis cars when on a business trip. “If an Avis car 
is not available, we will then go to some budget-type of rental.” 
(Chasen 910). And the record makes clear that Avis’ percent- 
age of ITT’s rentals jumped [5442] from a pre-acquisition 29 
percent to a post-acquisition 82 percent. (AR 87). Either 
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budget rentals are more economical and efficient or they are 
not. If they are, ITT officials should try them first if ITT’s “ex- 
pectation,” and the majority’s finding, are in fact company 
policy. If budget cars are not cheaper then they should not 
be the second choice after Avis, when, as we officially notice, 
there is another major non-budget rent-a-car company. In 
either case, the majority’s statement is at direct odds with all 
the record evidence—except, once again, for the obviously in- 
correct and self-serving testimony of interested officials. 
(6) The majority contends that, 


The advances in broadcasting and communications tech- 
nology in this country have been made by firms which were 
integrated organizations of communications operating 
firms and research and manufacturing enterprises in com- 
munications technology. (par. 46). 


This is an interesting reading of history, but it is unsubstanti- 
ated, at odds with the facts, and fails to consider the expert 
testimony of Professor Hill who indicated that such integrated 
firms have little incentive to make major advances. In fact, 
the two most significant recent developments in broadcasting, 
satellites and cable television, were developed and pursued by 
non-broadcasting entities. And the earlier history of broad- 
casting supplies at least one example—FM broadcasting— 
where it is charged that the major integrated broadcaster- 
[5443] manufacturer, RCA, suppressed rather than advanced 
the art. See, e.g., Head, Broadcasting in America 148 (1956). 


(7) The Commission says, 

The record of the supplementary proceeding, establishes 
beyond any real dispute that ABC faces rising and sub- 
stantial expenditures for both capital and operating re- 
quirements. Some of these are supported by detailed and 
voluminous itemized schedules. While it is always possible 
to raise questions about particular items in such lengthy 
schedules, it would appear that these financial forecasts 
and their supporting schedules represent responsible busi- 
ness judgments. (par. 67). 


In fact the record is rather clear that these financial forecasts 
represent business judgments only in the sense that convincing 
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this Commission of the merger’s justification is the pursuit 
of business. The schedules, the estimates, and the 1970 comple- 
tion date for capital expansion, were almost all prepared for 
presentation to this Commission rather than for any independ- 
ent business reason. There are only two firm estimates for ABC 
capital expenditures which were prepared before the merger 
agreement. These are $12 million for Hollywood construc- 
tion (AR 12; AR 39), and the since-rejected plan for New 
York construction, estimated to cost $39,050,000. (AR 15). 
Neither of these had been scheduled for any completion or even 
starting date before the merger negotiations. Using the as- 
sumptions of AR 3, ABC will realize almost three times the 
total of these two figures over the period 1966-1970 from net 
earnings and depreciation of broadcast properties after deduc- 
tion of [5444] dividends. Furthermore it is not only possible to 
“raise questions about particular items in . . . lengthy sched- 
ules” but the total amount represented by the questionable 
items in AR 3, without questioning the need or estimate for 
any asserted building or facility, is almost half of the projected 
cash deficit. See Section VII, supra. 

(8) The Commission relies now, as it did in December, on 
“the past performance of both applicants as long time licensees 
of the Commission” (par. 78), to somehow guarantee exem- 
plary future conduct. But, as we have seen, ITT has, on at 
least two occasions in the past, committed gross and intentional 
violations of Commission rules. See Sections II and VI, supra. 
The Commission dismisses both of these, but both demonstrate 
how misplaced is its reliance. Such uncritical and unsupported 
statements from the majority’s opinion could be multiplied 
further. But we believe these eight examples are sufficient to 
make the point. 

Scarcely less disturbing, however, is the analysis by fiat and 
misreading of the background of this case in which the majority 
engages. 

The majority outlines the procedural steps in this case and 
an effort is made to indicate a thoroughness in this proceeding. 
(pars. 1-5). A brief background is necessary. 

After reviewing the extensive filings in the applications be- 
fore us, the majority ordered a so-called “oral hearing” sched- 
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uled for two hours and fifty minutes on September 19, 1966. 
Because of questioning [5445] by the minority Commissioners, 
the “oral hearing” was extended to two days. It consisted of 
self-serving statements by the applicants, with no adversary 
parties involved. The Commission’s Broadcast and Common 
Carrier Bureaus were limited to a presentation of questions 
involved and were not permitted to argue the merits or cross- 
examine or test the statements of the applicants. (In its De- 
cember opinion the majority took pride in the work done by its 
senior staff, (pars. 8, 9). In this latest opinion, where the senior 
staff participating was allowed to reach a conclusion and did 
conclude that this merger would not serve the public interest, 
a similar tribute is missing.) It is to be noted that the Com- 
mission made no investigation, as has the Justice Department, 
into the companies’ records with respect to the proposed merger, 
but relied solely upon the applications and filings of ABC 
and ITT. 

In a letter dated and filed with the Commission December 
20, 1966, the Justice Department stated that its independent 
investigation of the proposed merger, and study thereof, indi- 
cated serious anticompetitive consequences and advised the 
Commission to give full consideration thereto before acting on 
the merger request. The next day, December 21, 1966, the 
Commission majority voted to grant consent to the merger 
without further consideration. 

Commission consent to the merger rested upon a finding that 
“The principal reason for the proposed merger is the need of 
ABC for [5446] more funds than are available to it without the 
assistance of ITT.” (par. 23). In the April hearing, ordered on 
the petition by the Justice Department, some five hundred 
exhibits and four thousand pages of transcript produced a 
record from which both the Commission’s Broadcast Bureau (a 
full party to the further hearing), and the Justice Department, 
have concluded that, contrary to the Commission majority’s 
previous holding, ABC could finance its alleged needs by means 
other than merging with ITT. Thus, the scanty record on which 
the Commission majority rested its first. decision did not, as the 
Commission majority indicated, contain all the undisputed 
evidential facts adequate for a sound and reasoned decision. 
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The Commission majority states that “because of the sig- 
nificance and unique character of this case, we believe that it 
should not be decided on the basis of technical rules of pro- 
cedure or burden of proof ....” (par. 6). We believe that the 
case must be decided pursuant to the statutory provision, which 
we cannot waive, and that the burden of proof on the specified 
issues is, and must be, on the applicants. 

The majority first seems to acknowledge that we need not 
find a violation of the antitrust laws in order to conclude that 
this merger would have detrimental impact on competition. 
But no sooner is this conceded than an extensive comparison 
of this case with conventional antitrust cases is undertaken— 
presumably to show that there is no violation. This is then taken 
as conclusive proof that there are no competitive detriments. 
[5447] Antitrust cases are instructive because they provide: 
examples of economic and legal analysis. But the Clayton Act’s 
principal antimerger provision requires a finding of a sub- 
stantial lessening of competition. 15 U.S.C. § 18 (1964). And the 
Supreme Court has indicated that a violation can only be sup- 
ported if there is a “reasonable probability” of the substantial 
lessening, not a mere possibility. Brown Shoe v. United States, 
370 U.S. 294, 319-23 (1962). We do not agree with the major- 
ity’s antitrust analysis and conclusion that there is no reasonable 
probability of a substantial lessening of competition. And we 
would simply note that we cannot acquiesce in the implication 
that these same standards must be met before a dampening 
effect on competition will be relevant as one factor in the 
FCC’s analysis of the much broader public interest considera- 
tions in a merger of an international electronics-common-carrier 
conglomerate and a major American broadcasting network. The 
mere possibility of lessening competition must be relevant in 
our determinations, for that would be a detriment to the public: 
interest, which, however small, requires some offsetting benefit 
if the merger is to be sustained. 

The majority refers to an article by Harvard Law Professor 
Donald F. Turner analyzing conglomerate mergers. Turner,. 
Conglomerate Mergers and Section 7 of the Clayton Act, 78 
Harv. L. Rev. 1313 (1965). If this reference is anything more. 
than a cute and ineffective effort to suggest embarrassing in- 
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consistency between the views of Professor Turner and Assist- 
ant Attorney General (Antitrust) Turner, it is not [5448] 
readily apparent. In any event it won’t hold water. First, it 
should be noted that Mr. Turner, as the present Chief of the 
Antitrust Division, has participated in the conclusion of the 
United States Department of Justice and the Attorney Gen- 
eral that this merger does involve anticompetitive conse- 
quences, and is otherwise detrimental to the public interest, 
whether under the analysis he employed in his article or some 
other. Second, neither he, the Department, nor we, are, or 
should be, influenced by that law review article any more, or 
anly less, than by the research of any other thoughtful academic. 
If, however, one wishes to play the majority’s game we think 
a perfectly logical extension of Professor Turner’s reasoning 
demonstrates that Assistant Attorney General (Antitrust) 
Turner’s present conclusion is correct. 

Would ITT, as an owner of a group of stations, have been a 
likely entrant into the networking business? The network 
market is a very tight oligopoly—virtually without rival in 
this country. ITT, although not currently at the edge of the 
market, had pre-merger plans which very likely would have put 
it at market’s edge in only a few years. The majority’s citation 
of over “one hundred so-called ‘group owners’ ” (par. 16) widely 
misses the mark, for very few of these have five VHF stations 
in major markets and the resources of ITT. ITT’s serious in- 
terest in such major groups has been clear, and the majority 
concedes that “ITT was interested in making ‘a sizeable entry’ 
into television or none at all.” (par. 14). If ITT’s acquisition 
of a substantial group [5449] within five years were certain, 
so that it would then be comparable to Westinghouse, Metro- 
media, and RKO, this would surely satisfy the substance of 
Mr. Turner’s requirement that the company in question be 
at the edge of an oligopolistic market. For this reason the 
majority’s insistence that “whether or not ITT might have 
entered the broadcasting field as the owner and operator of 
another group of television stations . . . is not pertinent on the 
record” (par. 18), is really quite bizarre. It is highly pertinent, 
indeed central, to an understanding of the competitive impact 
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of this merger. Finally, though the barriers to network entry 
are at present quite high, it is likely they will be reduced 
markedly in the next five to ten years. This, too, should com- 
ply in substance with Mr. Turner’s requirements. We do not 
need to, and do not, firmly conclude that this merger constitutes 
@ violation of the Clayton Act. But the situation with which 
we are presented is close enough to that enunciated by Profes- 
sor Turner that, if one accepts the analysis in his article, the 
anticompetitive effects of the merger must be taken into ac- 
count by the FCC. ITT’s lack of intention to enter networking 
by way of station ownership, of which it and the majority makes 
so much (par. 15), is what is “not pertinent on the record.” 
The majority’s conclusion that “The merger will not change 
the scale or kind of competition in the relevant market” (par. 
17), is really rather humorous in view of its reliance on stimula- 
tion of competition as the justification for the merger. 
[5450] We have already discussed the substantial evidence 
that ITT’s decision not to pursue its CATV activities was at- 
tributable to the merger decision. But the majority also insists, 
in an imaginative contribution of “expertise” during its dis- 
cussion of the possibility of a large interconnecting network of 
CATV, that “there is . . . no evidence in this record that 
such a network would be technically or economically feasible.” 
(par. 26). The fact is that ITT was seriously considering such 
a network. If it is not technically or economically feasible, 
surely the burden was on ITT to demonstrate this fact, or at 
least raise the possibility. The majority’s statement is the first 
such suggestion of which we are aware in this case. The major- 
ity further suggests (par. 26), that there are numerous other 
companies in the CATV business in a position comparable to 
that of ITT—as if saying it would make it so. It does not. ITT’s 
CATV plans were quite grandiose. It has very few peers in the 
technology of cable transmission. The parties have introduced 
no evidence that any other firm has given comparable active 
consideration to nationwide interconnection of cable systems. 
The majority’s discussion of the merger’s effect'on broadcast 
and related technology is replete with recitations of un- 
discriminating extra-récord facts. For example, the listing of a 
278-719 —67-——27 
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large number of companies involved in the manufacture of 
broadcast equipment (par. 31), completely misses the point. 
Only one or two approach ITT’s experience [5451] in cable 
transmission. And only a very few have ITT’s capabilities in 
satellite technology. It is in these and related areas that future 
technological breakthroughs will most likely come, so the long 
list, while interesting, is really irrelevant to the central argu- 
ment. 

The majority concludes that “most of the important work 
and significant technological advances [in broadcasting] have 
been the product of large companies with broadcasting in- 
terests.” (par. 33). But this is contradicted by the very list “of 
manufacturers of equipment in or related to the broadcast 
market” which the majority had previously produced (par. 
31), and which includes a large number of companies not in- 
tegrated with broadcasters. To this list could be added a num- 
ber of others, including Blonder-Tongue, Gates Radio, Len- 
kurt, and Visual Electronics. The case which the majority has 
made for invigoration of the domestic broadcasting equipment 
market is thus very tenuous. And there is uncontradicted ex- 
pert testimony in the record that integrated technology-and- 
broadcasting companies have little incentive to make mean- 
ingful technological advances. (J 334). The majority chooses 
not even to mention this evidence. 

In attempting to show that ABC will operate autonomously 
within ITT, the majority admits that ITT isa highly centralized 
company. But then it adds that “the evidence is clear and un- 
controverted that the usual relationship between ITT and its 
other subsidiaries will not be the pattern for the relationship 
between ABC and ITT.” (par. 40). But the evidence [5452] 
is not that “clear and uncontroverted.” In September Mr. 
Geneen explained to us that ABC’s relationship to the ITT 
complex would be “harmonious” with the existing ITT sys- 
tem. See Section II, supra. The “clear and uncontroverted 
evidence” to which the majority anonymously refers consists 
of nothing more than further, and inconsistent, assurances of 
Mr. Geneen, this time that ABC’s relationship to ITT will be 
“unique.” Such statements, if they prove anything, only demon- 
strate the folly of relying on self-serving declarations for as- 
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surances of future conduct—even for assurances of future self- 
serving declarations. 

Now the majority seems to feel that ABC’s autonomy is no 

longer important. (par. 45). This new note sounded by the 
majority is not only at odds with the parties continued stress on 
ABC’s autonomy, but with the majority’s own faith in the 
magic of autonomy last December (par. 22). Moreover, we 
think we have, in Sections II and VI, supra, adequately dealt 
with the majority’s gratuitous suggestion that “top manage- 
ment of ITT is of such character and ability that their [sic] 
participation in ABC’s important policy discussions will be a 
plus, not a minus. (par. 45). 
[5453] The majority’s attempt to show that the merger is 
necessary to insure the continuation of ABC’s news, public 
affairs and other quality programming (par. 69), is constructed 
of whole cloth. While it is true in an accounting sense that the 
ABC network loses money, there is persuasive and unrebutted 
testimony that a radio-television network and its owned and 
operated stations must be viewed as an economic unit. (Goldin 
3034-36). The highly profitable ABC-owned stations sustain 
their high levels of income precisely because of their affiliations 
with the ABC network. This entire unit can easily sustain the 
present and higher levels of public service programming with 
no threat to that profitability. 

The motives which induce stations and networks to broad- 
cast public service programming are quite complex. Indirect 
pressure from this Commission and the Congress, appeal to an 
influential segment of the population, the embarrassment of 
profits totally disproportionate to investment in a company 
with awesome public service responsibilites, [5454] a desire 
to match the programming performance of competitors, and a 
sense of public duty and professional and personal pride are all 
significant factors. The majority somehow feels that an ABC 
less profitable than the other networks will not be able to sus- 
tain a high level of these loss items. But ABC has been less pro- 
fitable than its competitors since its inception. Its profits have 
been rising rapidly in recent years and all sophisticated prog- 
nosticators, including ITT, expect this trend to continue. (See 
J 268; Goldin 3029-32). There is no record evidence that ABC 
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has recently sustained a level of public service programming 
inferior to the other two networks. In the absence of such a 
showing, the burden of which obviously rested on the parties, 
there can be no serious contention that the level of ABC’s pub- 
lic service programming will fall in the future in some mathe- 
matical proportion to its continued rise in profits. Of course, this 
is a matter almost entirely within ABC’s power to control, and 
it can always play “I told you so” by expanding its public af- 
fairs programming after the merger (or curtailing it if the 
merger were disapproved). But we believe it is clear that, what- 
ever ABC does in fact, its economic and other motivations for 
public service programming will not be favorably altered by this 
merger. 

After the belabored body of its opinion, the majority sum- 
marizes its findings with regard to detriments and benefits in a 
revealing twelve paragraphs. (par 84). All but one of the ma- 
jority’s purported conclusions [5455] (the exception being that 
dealing with the television advertising market) we find to be 
unsupported by, or at odds with, the record evidence in this case. 

We have examined at great length the evidence of ITT’s po- 
tential competition in the television network market and have 
found that, given developments which are quite likely within 
five or ten years, ITT would have been (but for this merger) 
one of the few most likely entrants into the market at a time 
when barriers to entry will have been reduced markedly. More- 
over, the majority’s narrow focus on “networks” badly miscon- 
strues the competitive situation. For non-network syndicators, 
which ITT might well have become by purchasing a presently 
non-syndicating major group, exert a real and present competi- 
tive influence on networks. Furthermore, there are individual 
station markets where competition is quite important. If ITT 
had pursued its interest in obtaining licenses for UHF sta- 
tions it could have invigorated competition in those markets 
immediately and still have been in a position to enter network- 
ing in five or ten years. 

The majority ignores the evidence that ITT forsook CATV 
because of its interest in ABC. It finds'the obstacles toa CATV 
network so great that it refuses to seriously consider the com: 
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petitive possibilities. We think it is much more reasonable to 
conclude that the competitive reality of CATV is great, the 
competitive potential much greater, and that the regulatory 
issues are in such a state of flux that this is no time to ignore 
the potential of CATV. The record establishes rather clearly 
that ITT [5456] would have become a very potent force in 
CATV, at least if it had decided not to pursue its interest in 
conventional broadcasting. 

The majority finds that ITT will aid ABC technologically. 
This is based on generalized assertions of the parties to the 
merger. It finds no other record support. There was no reference 
in the hearings to a specific technical problem which ABC has 
been unable to solve because of its lack-of a technical division. 
Nor was any evidence presented that CBS and NBC have gained 
any advantage from their technical divisions. On the contrary, 
ABC’s steady advance to a position of prime time competitive- 
ness with the other two networks indicates that it has encoun- 
tered no significant technological obstacles. And the majority’s 
recitation of a long list of firms engaged in broadcasting tech- 
nology (par. 31), plus the additional list we have provided, 
would seem to indicate that there are sufficient firms to solve 
any significant problems which ABC might present. 

With its scepticism about competitive possibilities in other 
areas, it is really remarkable that the majority insists that ITT 
will invigorate competition in the broadcast equipment market. 
Such a contention is belied by the large number of firms in this 
industry which the majority itself recites. (par. 31). 

Now admitting that the results may be “limited”, the ma- 
jority still places faith in the aid that ITT will give to UHF. 
In order to insure even this limited benefit, the majority has 
had to condition its approval [5457] on annual reports by ITT 
of its work in this area. This, of course, is a charade. The reports 
will be received and go unchallenged and will be irrelevant. to 
any decisions with regard to the companies. ABC and ITT 
know this. But more than this, the majority cannot fabricate 
a benefit from this merger by making up one itself and then 
conditioning the merger’s approval on its realization. Such a 
benefit is clearly not derived from the merger, but rather from 
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Commission regulation, which it might well undertake by rule- 
making without the merger. The evidence, as we have seen, is 
highly ambivalent with regard to ITT’s incentives in UHF, 
once it owns ABC. Instead of realistically analyzing this evi- 
dence and concluding, as it would have to, that no benefit has 
been shown, the Commission lays down conditions and thereby 
escapes its duty. This is, in some respects, one of the most dra- 
matic instances of the majority’s grasping for straws—straws 
which it has first had to toss into the air itself. 

The Commission finds the detriment to the independence of 
ABC in regulatory matters to be “slight in nature.” While we 
do not claim that it is vital to the future of the Republic, we 
take heart in the majority’s willingness to at least recognize 
it as a detriment and will only urge that we believe our analysis 
demonstrates that the detriment can more truly be described as 
“significant” than “slight.” 

The majority finds “clear and convincing” the evidence that 
the independence and integrity of ABC news will be main- 
tained. It has [5458] admitted that one official of ITT acted 
improperly. In doing so it has, once again, ignored substantial 
quantities of probative evidence: the conduct of other ITT 
public relations officials, which, if not as outrageous as that of 
the one official, is consistent with it and should be taken to in- 
dicate something about the company as well as its ability to 
control its officials; the absence of any indication that ITT 
agrees with the majority that the one official’s conduct was im- 
proper; the disdain which ITT has evidenced for the processes 
of this Commission in this very proceeding and in more than 
one instance in the past; the intimate involvement of ITT with 
government officials in this country and abroad; the highly cen- 
tralized control in the ITT system ; and the common knowledge 
of mankind that subordinates will often act to please superiors 
regardless of the merits of the conduct. 

The majority feels that the merger will induce ABC to affili- 
ate with more UHF stations. Yet ITT has no clear incentive to 
encourage more viable UHF, and ‘the majority’s reliance on 
reporting conditions cannot create this incentive. But even if 
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ABC were to affiliate with one or two UHF stations a year 
earlier than it otherwise would, the effect on UHF would be 
so evanescent that it is unworthy of consideration in this pro- 
ceeding. In four or five years the UHF set penetration will be so 
great that the influence of a few extra 1967 network affiliations 
will be de minimis. 

[5459] Itis difficult to grapple with the majority’s contention 
that somehow ITT’s financial strength will aid ABC, because it 
is difficult to be sure what is meant. The majority may mean 
that loss items such as news and public affairs will be under- 
taken more readily by larger organizations where the ultimate 
effect on the income statement is less pronounced. While we 
can understand this argument in theory, there is no record evi- 
dence to support it with regard to NBC news and public affairs 
programming as compared with that of ABC and CBS. And evi- 
dence in the record suggests that ITT is a highly profit-oriented 
and aggressive business. Surely if the parties wished to rely 
on such an argument, it was incumbent upon them to present 
probative evidence. And the majority must point to more evi- 
dence than extra-record writings of one commentator not sub- 
jected to cross-examination to sustain its thesis. 

On the other hand, the majority may just be referring in a 
more general way to the old contention that ABC needs ITT 
money, in order to make the expenditures necessary for good 
network programming. But the majority has now foresaken this 
contention, after its principal reliance on it in December, in the 
face of overwhelmingly convincing record evidence to the con- 
trary. No one denies that ITT has greater financial resources 
than ABC. The question must be if this will aid ABC in some 
discernible way. The answer on this record must be “no.” 
[5460] The majority says that it is acting in the light of “this 
agency’s history of attempting to improve ABC’s competitive 
posture vis-a-vis the other two networks.”’ (par. 86). We think 
the public record discloses that of our number especially Com- 
missioner Cox, joined fully in that attempt. In fact, he has 
urged a number of courses designed to further that effort, both 
before and since becoming a member of the Commission, in 
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which those members of the majority who were here at the time 
did not see fit to join. Those suggestions dealt with matters of 
allocations policy (the drop-ins and deintermixture) and of 
policy with regard to network affiliation (market sharing) 
which were designed to strike at the root cause of ABC’s prob- 
lem which was, then as now, the lack of equally competitive 
facilities in certain major markets. Those of the majority who 
did not choose to deal with fundamental causes are now zealous 
to achieve the desired result through large infusions of money. 
(And see Commissioner Johnson’s earlier discussion of what he 
felt to be these still available and “dramatically more effective” 
ways for a “truly and responsibly concerned Commission” to 
promote ABC competiveness. 7 F.C.C. 2d 278, 316-18.) We are 
sure that if money could have solved the problem, ABC’s able 
management would have long since raised the necessary funds 
through borrowing or the issuance of additional stock. We are 
afraid that the majority, like the applicants, resorts to ABC’s 
claimed need for large sums which it asserts it cannot obtain 
through any means short of this merger simply to explain and 
justify results reached on other grounds. (We believe the ma- 
jority [5461] has softened its stance on this point (par. 68), 
but still seeks, somehow, to use it, since it continues to em- 
phasize ITT’s financial support. It seems to be saying that 
ABC may not need the merger to finance its plans, but that it 
would be easier to do it in this way. This is completely at odds 
with the contentions of the applicants (though they, too, have 
tried to downplay the claim of financial need because it has 
blown up in their faces) and with the position of the majority 
in its decision of last December.) 

Since we still desire competitive equality for ABC, we are 
setting down certain conclusions we have reached on this record 
which are sharply at odds with those of the majority: 

(1) We do not believe that ABC had in December 
1965—or that it has now—any need for funds for purposes 
which would truly advance its competitive posture and 
which it could not have raised absent this merger. 
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(2) We do not believe that ABC has. ever suffered any 
technological disadvantage by virtue of its lack of its own 
research facilities. The majority’s requirement of annual 
reports of expenditures by ITT in lending technological 
support to ABC will establish that money has been spent, 
but not that it achieved an improved competitive posture 
for ABC or that the latter could not have obtained the 
same benefits from others—perhaps at less expense. 

(3) We do not believe that ABC’s competitive position 

will be enhanced by its surrendering secondary clearances 
on VHF stations for primary affiliation with UHF stations, 
which the majority seems to require—though we do not 
believe the applicants made any such commitment. In 
fact, at least the short range result will be to reduce ABC’s 
present audience levels which are so critical to its com- 
petitive posture. 
[5462] (4) We do not believe that ABC’s interests will 
be served by an across-the-board improvement in UHF 
technology—though the public interest would be served 
thereby. However, we think this is academic because ITT 
cannot promise such technological advances, nor can the 
Commission require them—any more than King Canute 
could command the sea. 

(5) We do not believe that ABC’s competitive position 
will be improved by the “cultural programming innova- 
tion” which the majority seems to expect (par. 69)— 
though, again, the public interest would be advanced. Such 
programs, however desirable, are not the tools for achiev- 
ing competitive equality. The news and public affairs 
expansion which the majority also expects are ingredients 
of a successful network, but these were already committed 
before the merger and do not depend upon it. 


In other words, we believe that the talk of achieving competi- 
tive equality as a result of the merger is a smoke screen, and 
that the expectations of consequent improved service for the 
public are sheer speculation. We do not mean to say that ABC 
cannot become more competitive or that it cannot serve the 
public better—we think it was on the way toward both objec- 
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tives before it agreed to merge with ITT, and that it would 
continue to improve in both regards without the merger. 

This is the second time this case has been before the Com- 
mission. When the Commission first decided in favor of the 
merger, the three of us each had strong reservations, bolstered 
by evidence, that serious detriments to the public interest 
inhered in union of ABC and ITT. It was most apparent, 
furthermore, that the justification for the merger was tenuous, 
and obviously had been constructed with a view of convincing 
[5463] the Commission. The parties, it appeared, had their 
own private reasons for merging, quite unrelated to the public 
interest. What was certain was that the procedures the Com- 
mission had followed had explored none of these issues in depth. 

With public attention and the interest of the Justice Depart- 
ment came sufficient pressure to force a reluctant Commission 
to order a further hearing—with three of the present majority 
“abstaining” from voting. Now the record of that hearing is 
open to public inspection. Our fears of detriment are clearly 
confirmed by that record; our understanding of the process of 
fabrication of “justification” for the merger is deepened. For 
some unfathomable reason the majority has chosen to largely 
ignore that record and reaffirm the conclusion which it seems 
irrevocably to have reached in December. 

If the majority’s approval of the merger is allowed to stand, 
we hope that it is correct in its appraisal of the matter, and 
that we are wrong, because the issues posed here are of critical 
importance to this nation. But if the results are more favorable 
than we anticipate, this will not represent the natural flow of 
events to be rationally predicted on the basis of the record 
made here. On this record it seems clear to us that the ex- 
pectable detriments from this merger outweigh the hoped-for 
benefits. We therefore do not believe that the majority’s grant 
[5464] of approval for the merger is in the public interest. 
We dissent, more in sorrow than in anger, for it is the public 
interest in a strong, competitive and free broadcasting and 
common carrier service which is the real loser from this action. 
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[5465] APPENDIX 
CHRONOLOGY AND DocuMENTS INDEX 


Dec. 3, 1965. The impending merger of ABC and ITT is re- 
ported in the New York Times. 

Feb. 14, 1966. ABC and ITT enter into the merger agreement. 

Mar. 31, 1966. The applications for assignment of license and 
transfer of control are filed with the Commission by ABC. 
These applications included: detailed applications for each 
of the stations; an exchange of letters between Mr. Geneen 
and Mr. Goldenson (Mar. 18, 1966 and Mar. 28, 1966) de- 
tailing the understandings between the two companies as to 
the relationship of the parent and subsidiary; ABC organi- 
zation charts; ABC program standards and policy state- 
ments; a description of ABC-owned radio and TV stations 
and their organizational relationship in the Company; a 
narrative history and analysis, “ABC—Past, Present, and 
Future”; financial data on the relative positions of CBS, 
RCA, ITT, ABC, and ITT-ABC; Proxy statements of ABC 
and ITT (both dated Mar. 25, 1966) ; ITT’s and ABC’s 1965 
Annual Reports; a listing of ABC’s tangible property used 
in broadcasting; ITT-ABC Statement of Incorporation and 
Bylaws; proposed Boards of Directors for the new ABC and 
ITT as well as the other business interests of those directors; 
interlocking broadcast interests of certain stockholders and 
the proposed remedies. 

Apr. 14, 1966. The ABC applications are accepted for filing by 
the Commission. 

May 11, 1966. A petition to deny the applications is filed by 
Hubbard Broadcasting, Inc., alleging that since its AM sta- 
tion (KOB, Albuquerque, N.M.) is embroiled in a dispute 
with ABC’s WABC (New York), and WABC’s license has 
not been renewed, WABC has nothing to transfer, and to 
effect any transfer would prejudice Hubbard’s rights in the 
proceeding. 

May 20, 1966. ABC opposes Hubbard Broadeasting’s petition 
to deny. 
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June 2, 1966. Hubbard replies to ABC’s opposition. 

June 8, 1966. Letter from FCC Chairman Rosel H. Hyde to 
Assistant Attorney General (Antitrust) Donald F. Turner 
asking to be kept informed of the Division’s studies and con- 
clusions. 

[5466] June 21, 1966. Letter from Donald F. Turner to Chair- 
man Rosel H. Hyde acknowledging that the Division was 
examining the merger. 

June 30, 1966. Letter from Rosel H. Hyde to Donald F. 
Turner saying the Commission planned to take up the merger 
very shortly and asking when the Division’s views would be 
available. 

July 20, 1966. By a 4-2 vote letters are sent to Mr. Harold 8. 
Geneen (President, ITT) and Mr. Leonard Goldenson (Presi- 
dent, ABC) asking for further information on the financial 
resources ITT plans to provide ABC, and the question of 
autonomous operation of ABC as an ITT subsidiary. 

July 25, 1966. Mr. Geneen and Mr. Goldenson reply to the 
Commission on the above questions. 

July 27, 1966. Letter from Donald F. Turner to Rosel H. Hyde 
saying that the Division’s views will not be available for some 
time, but that the complexity and importance of the issues 
precludes hasty conclusions. 

Aug. 18, 1966. The Commission orders an oral, en banc hearing. 

Sept. 5, 1966. The Commission announces the order of ap- 
pearances and amount of time to be used at the oral hearing. 

Sept. 7, 1966. ABC and ITT file further evidence in the pro- 
ceeding including: ABC station facilities; competition faced 
in markets with owned stations; audience and financial com- 
parison of network affiliates in TV and radio; ITT products 
and services, purchases from ABC, U.S. TV advertising, 
media advertising, executive turnover, and an analysis of 
other present and potential corporate dealings between ABC 
and ITT. 

Sept. 19-20, 1966. Commission holds oral hearing on the pro- 
posed merger. Transcript record of hearing is prepared. 

Oct. 6, 1966. Letter from Robert Bennett (Legal Assistant to 
Commissioner Johnson) to Mr. Marcus Cohn (Counsel for 
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ITT) requesting copies of Mr. Geneen’s recent speeches and 
statements. 

Oct. 10, 1966. Mr. Cohn’s reply, including 12 speeches and 
statements of Mr. Geneen. 

[5467] Oct. 25, 1966. Letter from Rosel H. Hyde to Donald F. 
Turner saying the Commission would probably make a deci- 
sion soon and reminding him of the Commission’s continu- 
ing liaison and interest in receiving any Division views on 
the merger. 

Nov. 2, 1966. Letter from Commissioners Bartley, Cox, and 
Johnson to Mr. Geneen asking for further information on 
ITT’s foreign interests including: a list of subsidiaries, direc- 
tors, stockholders; joint ventures and agreements; contracts; 
a list of confiscations; foreign shareholders in ITT with larg- 
est interests; employees whose duties include liaison with 
foreign governments; and any significant litigation involv- 
ing foreign interests. 

Nov. 3, 1966. Letter from Donald F. Turner to Rosel H. Hyde 
saying that the Division’s intense study is not complete, but 
that substantial antitrust questions are present. 

Nov. 17, 1966. Mr. Geneen replies to the letter of Nov. 2 from 
three Commissioners, including the requested material, of 
which the listing of foreign stockholders is denominated con- 
fidential. 

Nov. 23, 1966. Letter from Commissioners Cox and Johnson to 
Mr. Geneen asking for further information on ITT’s foreign 
operations including: its Chilean contracts; foreign sub- 
sidiaries with ITT minority interests; foreign licensing, sales 
and franchise agreements; government liaison and testimony 
to government bodies; its Cuban subsidiaries; ITT state- 
ments on expropriation and foreign investment; a country- 
by-country breakdown of assets and investments; the 
government’s reasons for expropriating ITT property; a 
narrative on how ITT would deal with a conflict between 
ITT’s foreign interests and ABC’s independence of news 
presentations. 

Dec. 8, 1966. Mr. Geneen replies to the letter of November 23, 
including material on the Chilean contracts; and licensing, 
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sales and franchising agreements which were denominated 
confidential. 

Dec. 19, 1966. Assistant Attorney General (Criminal) Fred M. 
Vinson replies to the FCC General Counsel’s letter of the 
same date stating that neither the Department nor a grand 
jury [5468] had found evidence to support prosecution of the 
allegations that ITT officials had violated the Corrupt Prac- 
tices Act. 

Dec. 20, 1966. Letter from Donald F. Turner to Rosel H. Hyde 
analyzing the public interest and antitrust issues of the 
merger. 

Dec. 21, 1966. Mr. Marcus Cohn (ITT Counsel) files rebuttal 
letter to December 20 letter of Mr. Turner. 

Dee. 21, 1966. The Commission by a 4-3 vote (Bartley, Cox and 
Johnson dissenting with separate statements) grants the 
applications. 

Jan. 18. 1967. Department of Justice (Antitrust Division) 
(DOJ) files an application for stay of the merger and petition 
for reconsideration and leave to intervene stating that the 
Commission had failed to give adequate consideration to im- 
portant merger issues, that its procedures were inadequate, 
and that the proceeding should be reopened. 

Jan. 26, 1967. ABC and ITT file an opposition to the DOJ peti- 
tion stating that the DOJ petition is untimely, that the DOJ 
shows no good cause for being untimely, that the petition 
makes no specific and particular allegations, that a full and 
complete record has been established, that the Commission 
fully considered all relevant issues including those antitrust 
matters raised, that ABC’s need for financial help is genuine, 
and that the merger does not threaten objectivity of ABC’s 
news and public affairs reporting. 

Jan. 30, 1967. DOJ replies to the ABC and ITT opposition. 

Feb. 1, 1967. By a 5-2 vote (Bartley and Wadsworth dissenting, 
Cox, Loevinger and Johnson concurring) the FCC stays the 
effect of its Dec. 21, 1966 order, and orders further proceed- 
ings. 

Feb. 2, 1967. The American Civil Liberties Union (ACLU) peti- 
tions for reconsideration and leave to intervene. 
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Feb. 3, 1967. Gerald H. Gottlieb files petition as proposed ami- 
cus curiae. 

Feb. 14, 1967. ABC and ITT file opposition to the ACLU peti- 
tion. 

[5469] Feb. 15, 1967. The DOJ files a Specification of Issues and 
Evidentiary Material along with 260 documents dealing with 
the merger negotiations; ITT’s interest in CATV and other 
broadcast properties; and the evaluation by ITT and ABC of 
the merger. , 

Feb. 17, 1967. ABC files a $25 million agreement made with 
ITT. 

Feb. 20, 1967. ACLU tenders submission of testimony by Sidney 
Dean. 

Feb. 21, 1967. ABC and ITT file letter opposing Gottlieb’s 
participation. 

Feb. 23, 1967. ABC and ITT file a statement in response to the 
DOJ specification, concluding that reopening of the case is 
not warranted. Five documents related to the case are also 
filed. 

Feb. 23, 1967. ABC and ITT file a motion to strike the Feb. 20 
ACLU submission. 

Feb. 28, 1967. DOJ files a rebuttal statement. 

Mar. 10, 1967. Gerald H. Gottlieb files letter retendering peti- 
tion for participation as amicus curiae. 

Mar. 16, 1967. By a 4-0 vote (Lee, Loevinger, and Wadsworth 
abstaining) the Commission orders an expedited hearing to 
begin on Mar. 27, before a Hearing Examiner with immedi- 
ate certification of the record to the Commission; denial of 
the ACLU petition but with invitation to file statement as 
amicus curiae and denial of the Gottlieb petition. 

Mar. 22, 1967. The DOJ applies for a continuance at the hear- 
ing for two weeks. 

Mar. 22, 1967. The FCC Broadcast Bureau supports the DOJ 
request for continuance. 

Mar. 22, 1967. ABC and ITT oppose the request for continu- 
ance. 

Mar. 22, 1967. The Commission by a 5-0 vote (Loevinger and 
Wadsworth absent) grants the request for continuance. 
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Mar. 23, 1967. First pre-hearing conference before Chief Hear- 
ing Examiner James D. Cunningham. 

[5470] April 6, 1967. Second pre-hearing conference held. 

April 10-26, 1967. Hearingsheld. . 

April 27, 1967. Record certified to the Commission by the Exam- 
iner; 3,882 pages of record, 356 DOJ exhibits, 51 Broadcast 
Bureau exhibits, and 146 ABC and ITT exhibits; all dealing 
with all aspects of the case discussed in the opinion. 

April 28, 1967. The Commission on its own motion (7-0) modi- 
fied its order establishing deadlines for findings of fact, reply 
findings, and conclusions of law. Oral argument set for June 
1, 1967. 

May 4, 1967. The ACLU requests a delay in the deadline for 
filing its amicus curiae brief. 

May 5, 1967. The Commission by a 4-0 vote (Lee, Cox, and 
Wadsworth absent) denied the ACLU motion, but on its own 
motion granted a partial extension of time to file its brief 
along with a statement showing why its participation would 
serve a useful purpose. 

May 9, 1967. The DOJ files a petition asking for an extension of 
time for the filing of findings of fact, reply findings, and oral 
argument. 

May 9, 1967. ABC and ITT file oppositions to the DOJ 
petition. 

May 10, 1967. The Commission by a 5-0 vote (Wadsworth 
and Johnson absent) grants in part the extension of time. 

May 22, 1967. DOJ, Broadcast Bureau, BBC and ITT file 
Findings of Fact. 

May 24, 1967. The Commission by a 6-0 vote (Wadsworth 
absent) grants extension of time for ACLU to tender its 
amicus curiae brief. 

May 26, 1967. ACLU files its brief opposing the merger, and 
calling for a study of the present structure of broadcasting. 
May 29, 1967. The Commission by a 4-0 vote (Bartley, Wads- 
worth and Johnson absent) announces the order of appear- 

ances and amount of time for oral argument. 

[5471] June 1-2, 1967. Oral argument is heard in the case 
before the Commission en banc, with DOJ, Broadcast Bureau, 
ABC and ITT participating. Transcript now totals 4327 
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pages. The case is taken under advisement by the Commis- 
sion. 

June 12, 1967. Letter from Donald F. Turner to Ben F. Waple 
(Secretary, FCC) asking that in the event that the applica- 
tions are approved by the Commission, a 30 day period before 
consummation be provided in order to allow the Justice De- 
partment to consider an appeal. 

June 16, 1967. Letter from James A. McKenna and Marcus 
Cohn (ABC and ITT counsels) to Ben F. Waple stating that 
no provision would be needed since the parties now agree not 
to merge for 30 days. 

June 22, 1967. Commission by a 4-3 vote (Cox, Bartley, and 
Johnson dissenting in a joint opinion) affirms its December 
21, 1966 opinion, dissolves the stay of the merger, and denies 
the DOJ petition for reconsideration. 


[Federal Communications Commission Exhibit No. J-2; pre- 
sented by Justice Department] 


(1571) Brercson & Bork Lanp, 
TwetrrH Froor, 888 SEVENTEENTH STkeet, N.W., 
Washington, D.C. 20006, April 22; 1966. 


Re ABC Civil Investigative Demand No. 0739 DFT: DFM. 

DonaLp F. Metcuior, Esquire, Chief, Special Trial Section, 
Antitrust Division, Department of Justice, Washington, 
D.C. 20530. 


Dear Mr. Metcuior: This is in response to numbered para- 
graphs 2 and 8 of your letter of March 22, 1966 requesting 
certain information in addition to that already furnished by 
ABC in compliance with the above Civil Investigative Demand. 

In response to paragraph 2, ABC estimates that it will expend 
approximately $46,000,000 during the next ten years to replace 
worn out or depreciated equipment and apparatus which is 
used in the operation of its television and radio stations, studios 
and networks. It is further estimated that less than 2 per cent of 
these expenditures will be for products which are of the same or 
similar type to those manufactured or furnished by ITT. 

In response to paragraph 8, ABC has already made such 
changes in its studios and facilities as are necessary to enable it 

278-719-6728 
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to broadcast television programs in color. ABC plans to com- 
plete the colorization of its studios and facilities during the 
next four years, at an estimated cost of $31,760,000. Virtually 
none of this amount will be spent for products of the same or 
similar type to those manufactured or furnished by ITT. 

This letter supplements our letter of April 15, 1966, in which 
we responded to numbered paragraphs 4, 5, 6 and 9 of your 
letter of March 22, 1966. We regret the delay in furnishing you 
the information requested in the remaining numbered para- 
graphs 1, 3 and 7 of your letter. That information will be for- 
warded to you in the very near future. 

Sincerely yours, 
Hersert A. BerGson. 


[Federal Communications Commission Exhibit No. J-5; pre- 
sented by Justice Department] 

[1581] MINUTES of a Special Meeting of the Board of Di- 

rectors of American Broadcasting Companies, Inc., a New York 

corporation, held at the office of the Corporation, 7 West 66th 

Street, New York, N.Y. on Tuesday, December 7, 1965 at 4:00 


P.M.ES.T. 


PRESENT: 

Messrs. Alger B. Chapman 
Samuel H. Clark 
John A. Coleman 
Everett H. Erlick 
E. Chester Gersten 
Leonard H. Goldenson 
Jack Hausman 
Robert H. Hinckley 
Robert L. Huffines, Jr. 
George P. Jenkins 
Walter P. Marshall 
Joseph A. Martino 
Thomas W. Moore 
Simon B. Siegel 


constituting all of the members of the Board of Directors and a 
quorum. Mr. Thomas C. Burke, of White & Case, counsel to the 
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Corporation, and Mr. Jerome B. Golden also attended the 
meeting at the invitation of the Board of Directors. 

Mr. Leonard H. Goldenson, President of the Corporation, 
acted as Chairman of the meeting. Mr. Golden, Secretary of the 
Corporation, acted in his official capacity. 


{Federal Communications Commission Exhibit No. J-5; pre- 
sented by Justice Department] 


The Secretary presented the notice of the meeting and stated 
that such notice had been given to all the members in accord- 
ance with the By-Laws. The Chairman directed that a copy of 
the notice be filed with the records of the meeting. 

The Chairman stated that he had been approached about a 
year ago concerning the possibility that the Corporation 
(“ABC”) might be [1582] interested in a merger with Inter- 
national Telephone & Telegraph Corporation (“ITT”). He 
stated that although he and Mr. Siegel had held exploratory 
discussions from time to time during the last year with Mr. 
Harold S. Geneen, Chairman and President of ITT, intensive 
negotiations had not taken place until the past few weeks. He 
then asked Mr. Siegel to review in detail the course of the dis- 
cussions and the considerations bearing upon the advisability 
of amerger of ABC with ITT. 

Mr. Siegel then gave a chronological history of the discus- 
sions both with ITT and with other corporations. He noted that 
as early as December, 1964 Mr. Goldenson had reported to the 
Board that he had been contacted by an emissary on behalf of 
ITT concerning the possibility of a merger on a share for share 
basis but that after discussion it had been the consensus of the 
members of the Board that there would be no interest in a 
merger on the terms proposed, and that it would be in order 
for Mr. Goldenson to so advise ITT after the first of the year 
and report back to the Board with respect to any better terms. 

Mr. Siegel further noted that Mr. Goldenson had reported to 
the Board in January, 1965 that he had been further approached 
by another emissary on behalf of ITT with respect to such a 
merger, that this emissary reported that Mr. Geneen had in- 
dicated a willingness to discuss an exchange of stock with an 
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estimated value of $70 to $75 per share of ABC stock, but that 
it had been clear that there was no possibility at the time of 
reaching an agreement pursuant to which the stockholders of 
ABC would receive more than $80 per share based upon the 
estimated value of ITT stock to be issued in the transaction. It 
was concluded that such a price was unsatisfactory [1583] 
from the point of view of ABC, and negotiations did not con- 
tinue further at the time, although it was agreed that Mr.. 
Geneen could be in contact with Mr. Goldenson from time to. 
time. 

Mr. Siegel also mentioned that in June, 1965 the Corporation 
had been approached by General Electric Company concern- 
ing a possible merger. He said that price had not been discussed 
but that General Electric had indicated that it wished to deter- 
mine first whether such a merger would be feasible from its. 
standpoint. Mr. Siegel said that no further approach had been 
made by General Electric but that he understood that General 
Electric had concluded that a merger would not be feasible. 

Mr. Siegel stated that Mr. Goldenson and he had come to 
the conclusion that the future of the Corporation would be 
enhanced if it were to join a larger complex. He stated that, 
accordingly, when Mr. Geneen further contacted them re- 
cently, Mr. Goldenson and he negotiated more seriously than 
in their previous discussions. He mentioned that Mr. Geneen 
had proposed that ABC shareholders receive the equivalent of 
$83 per share in ITT stock for each share of ABC stock, that 
Mr. Geneen had raised this figure in very small amounts a 
number of times during the course of their negotiations and 
that Mr. Geneen had finally indicated that he was willing to 
recommend to the ITT Board of Directors a price equivalent 
to an estimated $85.50 in ITT common and convertible pre- 
ferred stock, based upon the current market price of ITT com- 
mon stock, for each share of ABC stock, but no more. Mr. Siegel 
stated that Mr. Geneen had made it quite clear that ITT would 
not offer a higher price. Both he and Mr. Goldenson then stated 
that they were fully convinced that this was the top price which 
ITT would offer. 
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[1584] Mr. Siegel further stated that on December 1, 1965, 
after the announcement that negotiations between ITT and 
ABC were in progress, Mr. Herman Kahn of Lehman Brothers 
suggested that before reaching any agreement the Corpora- 
tion talk with Litton Industries. 

Mr. Kahn arranged a meeting the same day among Mr. 
Siegel, the President of Litton Industries and himself. On the 
following day, Litton indicated a willingness to make an offer in 
convertible preferred stock of Litton for each share of ABC 
stock, stated what their offer would be and that in no circum- 
stances would they make a higher offer. Mr. Siegel stated that 
neither he nor Mr. Goldenson considered the proposed offer 
attractive as compared with the proposal of ITT, especially in 
view of the presently high price earnings ratio of the Litton 
common stock into which such preferred stock would be con- 
vertible. 

Mr. Siegel indicated that, in addition to the amount and na- 
ture of the ITT securities to be issued in the proposed merger, 
Mr. Goldenson and he had discussed with ITT such other 
matters as the maintenance of ABC as an autonomous sub- 
sidiary of ITT under the present management of ABC and 
the maintenance of employee benefits, such as the ABC Re- 
tirement Plan, Key Employees Incentive Compensation Plan 
and stock options, and the execution of employment agree- 
ments, and similar matters, and had received satisfactory as- 
surances with respect thereto. He further stated that Mr. 
Geneen had expressed a willingness to represent to the Federal 
Communications Commission that ABC would be continued as 
an autonomous subsidiary of ITT under the present manage- 
ment of ABC. 

Mr. Siegel then outlined at length the considerations bearing 
upon [1585] the advisability of a merger with ITT on the 
terms proposed. He presented to the meeting 2 memorandum 
containing financial data with respect to the two companies and 
@ projection of such data on a combined basis after a merger. 

Mr. Siegel mentioned that he had consulted two outside dis- 
interested persons knowledgeable in financial matters as to the 
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justification for the projected base price of the new convertible 
preferred stock which ITT was prepared to offer under the terms 
of the proposed merger which he had described and that both 
such persons had concluded that the probable market price of 
such preferred stock, based upon the current market price of 
the ITT common stock and in light of the proposed provisions 
with respect to dividends, conversion rate and protection against 
call, was very much in line with the projections set forth in 
the above-mentioned memorandum which he had submitted to 
the Board. 

Mr. Siegel went on to state that among the principal advan- 
tages which might be foreseen from a merger with ITT were 
the fact that ITT’s accounting department is fully automated 
and that the benefits of such automation would be available to 
ABC, whereas the installation of automation by ABC, which 
he deemed essential, would cost many millions of dollars; that 
ITT’s experience in engineering would be of great benefit to 
ABC; that ITT is firmly established abroad and he feels that 
this would enhance ABC’s growth in foreign television; that if 
ABC were part of a larger complex, the wide fluctuations in 
earnings typical in the broadcasting business should be re- 
duced and that he believed that ABC’s image in the eyes of 
sponsors would be enhanced if it were part of a larger and 
stronger complex. 

[1586] There followed an extensive discussion among the 
Board members concerning the advisability of accepting the 
proposal made by ITT. Among the factors discussed at length 
were the estimated market value of the stock to be issued by 
ITT in the merger, the history of growth of ITT, the nature of 
its business, the quality of its management, the likelihood of 
long-range benefits to be realized by ABC stockholders from 
such a merger, the likelihood of approval of the merger by the 
Federal Communications Commission and other regulatory 
authorities, and the absence of any other company a merger 
with which would appear beneficial to ABC or feasible. Mr. 
Goldenson and Mr. Siegel both stated that they considered that 
they had obtained the best possible offer and that there was 
serious risk that an agreement would not be reached even on the 
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basis of the present offer if negotiations for a higher price were 
to continue. 

There was then presented to the meeting a “Memorandum 
for Consideration by Boards of Directors of International Tele- 
phone & Telegraph Corporation and American Broadcasting 
Companies, Inc.” and a draft of Press Release, both setting 
forth the principal terms of the proposed merger, each of which 
was ordered filed with the minutes of the meeting. The Board 
considered both documents at length. 

Counsel was asked whether it would be appropriate for the 
Board to accept the ITT proposal at this time subject to the 
execution of a formal agreement and the satisfaction of other 
appropriate conditions. Mr. Burke stated that, in his opinion, 
if in the exercise of their business judgment, the members of 
the Board considered that a merger on the terms proposed was 
in the best interests of the Corporation and its stockholders, it 
was appropriate [1587] for the directors to accept such pro- 
posal, subject to the above-mentioned conditions. 

Thereupon, on motion duly made, seconded, and unani- 
mously carried, it was 

RESOLVED that it is advisable and in the best interests 
of the Corporation and its shareholders that the Corporation 
merge with International Telephone & Telegraph Corporation 
upon terms and conditions substantially as set forth in the 
“Memorandum for Consideration by Boards of Directors of 
International Telephone & Telegraph Corporation and Ameri- 
can Broadcasting Companies, Inc.” and draft of Press Release 
presented to this meeting, subject, however, to the approval 
by this Board of Directors, and the execution and delivery, of 
a definitive agreement of merger which will provide, among 
other things, for the continued autonomous operation and 
management of American Broadcasting Companies, Inc. under 
its present management as a separate subsidiary of Interna- 
tional Telephone & Telegraph Corporation, it being understood 
that the term “merger” as used herein shall refer to the trans- 
action in such form (whether statutory merger, transfer of 
assets, or otherwise) as may be specified in said definitive 
agreement; and further 
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RESOLVED that, subject to the execution of a definitive 
agreement of merger, this Board of Directors recommends that 
the shareholders of the Corporation authorize and approve the 
transaction referred to in the preceding resolution. 

There being no further business to come before the meeting, 
the same was, on motion duly made and seconded, adjourned. 


Secretary 


* * * * * 


[Federal Communications Commission Exhibit No. J-6; pre- 
sented by Justice Department] 


[1589] To Our Shareholders: 

The 1965 Annual Meeting of Stockholders was held on May 
18th in our main television studios in New York City. This year, 
owners of 3,851,482 shares or over 83% of our common stock 
were represented either in person or by proxy. 

At the meeting, the fourteen nominees were elected to serve 
as your directors for the coming year. The selection of Price 
Waterhouse & Co. as independent auditors was ratified. The 
proposed change of name of the Corporation to American 
Broadcasting Companies, Inc., a qualified stock option plan 
and amendments to the Key Employees Incentive Compen- 
sation Plan were all approved. Two stockholder resolutions 
were not approved. 

This report contains the text of my remarks, a summary of 
the discussion period and the results of the balloting. 

I would like to express our appreciation to our shareholders 
for their support. It was a pleasure once again to meet with 
those of our shareholders who were able to attend the meeting. 

Sincerely, 
Lronarp H. GoLpEenson, 
President. 
PRESDENT’s REMARKS 


I would like to introduce these gentlemen on the dais who 
have been nominated to serve as your directors for the coming 
year. (Mr. Goldenson introduced the directors and then con- 
tinued.) 
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When I spoke to you at this time last year, we were very 
optimistic about our prospects and we are pleased that our 
expectations were realized. Revenues and earnings from opera- 
tions for this past year 1964 were at record levels and operating 
earnings increased 49% over 1963. 

For the first quarter of 1965, operating earnings were the 
highest for any three months period in our history and repre- 
sented a 46% increase over the like period of 1964—equivalent 
to 90¢ a share compared with 63¢ a share last year. 

We fully expect that 1965 will be another record year. It will 
also be a significant year for color television which will provide 
further stimulation and excitement in broadcasting with the 
more rapid development of color programming and [1590] 
increasing advertiser interest. It will also be a year for the prac- 
tical beginnings of international television communications 
through satellite transmission, which will, as time goes on, 
bring a new dimension to television and enlarge our opportuni- 
ties for future growth. 

The successful launching of the Early Bird satellite also opens 
up new opportunities for satellite transmission for domestic 
broadcasting. 

For a number of weeks, our Company has been studying the 
feasibility of using an Early Bird type of communication satel- 
lite for transmission of television programs in the United States. 
After consultation with officials and scientists of the Hughes 
Aircraft Company and the Space Technology Laboratories, we 
have come to the conclusion that such satellite transmission 
by a later generation of an Early Bird vehicle is now entirely 
practical. That is why we filed a letter last week with the FCC 
informing the Commission of our intention, as soon as technical 
plans are completed, of applying to them for the allocation 
of frequencies for such a domestic television satellite. 

Such a satellite would, we are convinced, greatly enlarge our 
network service, particularly for news coverage on a round-the- 
clock twenty-four hour day basis. It would also greatly broaden 
the “live” coverage for our affiliated stations and provide many 
additional services to them that are not presently possible. The 
Hughes Aircraft and Space Technology Laboratories experts 
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have assured us that a later generation of communication satel- 
lite can have multiple channels. If the appropriate agencies of 
the Federal Government approve this project and if the satellite 
has multiple television channels, we would be willing, as a na- 
tional public service, to provide one of these channels free of 
charge to the National Educational Television Network for the 
transmission by satellite of programs for use by educational 
stations throughout the United States. 

We believe, on the basis of our intensive surveys, that satel- 
lite transmission in the United States is not only practical in the 
future, but will result in a broader and more economic method of 
program transmission for our Company. 


ABC TELEVISION 


The ABC Television Network is enjoying the best season in 
its history in terms of audience acceptance. The results of the 
network’s efforts over the past two years in building its schedule 
to a fully competitive position in nighttime programming were 
realized in the 1964-65 season. For the current television season, 
October through April, the three networks virtually tied in 
audience during the prime evening viewing hours. 

With the competitive race so close, advertisers found signif- 
icant advantages of ABC-TV’s programming popularity with 
the families representing the best market potential: a clear-cut 
dominance by ABC-TV among the larger and growing family 
households—with three or more members and with the head of 
the household under 50—who traditionally need and buy more 
goods and services. 

The forthcoming 1965-66 schedule is distinguished by an im- 
pressive balance of stability and vitality. The stability is rep- 
resented by such perennial favorites as THE LAWRENCE WELK 
SHOW, THE FLINTSTONES, DONNA REED, ADVENTURES OF OZZIE & 
HARRIET, BEN CASEY, COMBAT AND MC HALE’S NAVy—all going 
into their fourth season or longer. 

The vitality of the network’s programming is inherent in the 
large number of programs going into their second and. third 
seasons: hit shows such as BEWITCHED, PEYTON PLACE, ADDAMS 
FAMILY; as well as proven successes aS THE FUGITIVE, FARMER’S 
DAUGHTER, 12 0’CLOCK HIGH, PATTY DUKE, AMOS BURKE—SECRET 
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AGENT, SHINDIG, JIMMY DEAN, VOYAGE TO THE BOTTOM OF THE 
SEA, THE KING FAMILY and THE HOLLYWwoop PALACE—the latter 
three programs in color. 

Asaresult, the network will enter the 1965-66 season this fall 
with a need for less new and untried programming than either of 
the other networks. These new shows are: 


THE FBI, starring Efrem Zimbalist, Jr.—in color—based 
on actual case histories and produced with the full coopera- 
tion of the Federal Bureau of Investigation. 

Edmond O’Brien in THE LONG HoT SUMMER—an hour- 
long continuing drama based on characters created by 
Nobel prize-winner William Faulkner. 

[1591] HONEY wEsT, acomedy/mystery series with Anne 
Francis as a distaff-side private detective, who is the pur- 
sued as often as she is the pursuer. 

Burl Ives, as a multi-millionaire with frustrated social 
ambitions in a sparkling comedy called 0.K. CRACKERBY. 

Two young-at-heart situation comedies—GIDGET, in 
color, starring winsome, young Sally Field; and rammy, 
based on the hit movie and best-selling novels of the same 
name. ° 

THE BIG VALLEY, a powerful family saga—also in color— 
with an impressive cast of new talent, backed by such vet- 
eran performers as Richard Long, Peter Breck and Barbara 
Stanwyck. 

F TROOP, the comic misadventures of a unique cavalry 
unit, starring Forrest Tucker, Larry Storch and a new- 
comer, Ken Berry. 

Two intensely dramatic half-hour series—THE LEGEND 
OF JESSE JAMES, portrayed by a young man destined for 
stardom, Chris Jones; and A MAN CALLED SHENANDOAH, 
starring the well-known young actor Robert Horton. 

Plus another distinguished film series on THE SUNDAY 
NIGHT MOVIE, with such outstanding motion pictures, never 
seen before on television, as ANaASTasIA, starring Ingrid 
Bergman and Yul Brynner, THE HUSTLER, starring Jackie 
Gleason and Paul Newman, THE THREE FACES OF EVE, fea- 
turing Joanne Woodward in her Academy Award-winning 
role, CAROUSEL and STATE FAIR. 
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For more than two years, our network has been preparing 
for the advent of color and its color schedule has been keeping 
pace with the rate of growth of homes equipped to receive 
color. 

In order to be prepared for the full impact of color telecast- 
ing, as part of this development, we will be more than doubling 
the number of hours of color programming in the upcoming 
1965-66 season over the previous season—and, for the first 
time, two programs will be telecast “live,” in color. Close to one- 
third of the 1965-66 nighttime schedule will be in color and we 
intend to increase such programming as the situation warrants. 

The confidence stimulated among advertisers by our 1965-66 
nighttime schedule has been reflected in sales. Our sales are at 
the highest level they have ever been at this time of the year— 
well ahead and on a much firmer price basis than last year— 
and to the best of our knowledge, as fully sold out as our 
competitors. 

In daytime television, while we are still not fully competi- 
tive, substantial progress has been made during the year both in 
audience levels and advertiser support. We have every reason 
to believe that this progress will continue and that the 1965-66 
season should be our most successful one. 

Our network has continued to offer outstanding sporting 
events. MAJOR LEAGUE CHAMPIONSHIP BASEBALL brings our na- 
tional sport to a full national audience and hopefully can be- 
come one of the top sports franchises in television. THE AMERI- 
CAN SPORTSMAN—in color—has quickly established itself as a 
popular attraction and will be back again next year. Continued 
coverage of the entire sports spectrum is represented by ABC’s 
year-round WIDE WORLD OF SPORTS, PRO BOWLERS ToUR, the NA- 
TIONAL BASKETBALL ASSOCIATION GAMES, UNITED STATES-RUSSIAN 
TRACK MEET, major golf tournaments and football bow] games. 
ABC, in association with Sports Illustrated Magazine, created 
and telecast the GRAND AWARD OF SPORTS program, honoring 
the outstanding athletes of the year—a program which will 
be an annual event and one [1592] which we feel will be of 
increasing interest and importance in the sports field. 

’ A new era in international sports telecasting will be opened 
when ABC Television brings exclusively to American viewers, 
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“Jive” from Europe via the Early Bird Satellite, three great 
sports events. The events, which will be telecast to the United 
States for the first time “live” as they happen, are the Le Mans 
Grand Prix Auto Race from France on June 19th and 20th; the 
Irish Sweepstakes from Ireland on June 26th and the U.S.-Rus- 
sian track meet from the Soviet Union at the end of July, sub- 
ject to approval by the Soviet authorities. 

As you may know, the Federal Communications Commis- 
sion has recently announced a proposed rule which would regu- 
late the interests of the networks in television programming 
which is scheduled at night. I would like to comment briefly 
on this matter. 

The Commission’s rule would prohibit the networks from 
offering a schedule in the evening in which more than 50% 
of such programming—or fourteen hours, whichever is greater— 
is produced by the networks or produced by others and li- 
censed directly to the networks. The Commission’s objective, 
as they see it, is to diversify the sources from which network 
programs are presently obtained, by requiring that advertisers 
and independent program producers provide the additional 
programming in which the networks would have absolutely 
no interest. Of the total of twenty-five hours of prime-time 
entertainment programming we now offer each week, adver- 
tisers supply us with a single half-hour. Under the proposed 
rule, advertisers would be responsible for supplying us 1014 
additional hours of acceptable programming, a responsibility 
which we frankly doubt they will be willing, or for that matter, 
able to assume. 

The Commission’s rule would also prohibit the networks 
from engaging in any form of domestic syndication of program- 
ming and would limit their participation in foreign syndication 
to those programs which they themselves produce. 

We are convinced that the Commission’s rule is totally un- 
realistic and will not accomplish its.stated objective. We and 
our affiliated stations as well as the other networks, intend to 
oppose [1593] this proposed rule with all the vigor possible. We 
hope to be successful in convincing the Commission that the pro- 
posed rule is unwise and impractical. 
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ABC NEWS 


When I spoke to you last year about ABC News, we were 
just entering a Presidential political campaign. Complete and 
thorough coverage of the national political events in 1964 was 
the highlight of another year of progress for ABC News. The 
most extensive team of men and technical equipment ever 
assembled by ABC News told the story of the Republican 
and Democratic Conventions, the campaign and Election Night. 
The election coverage further enhanced the standing of ABC 
News as a professional and progressive force in television and 
radio reporting. 

Although the campaigns and the election dominated the 
American scene in 1964, ABC News also covered events 
throughout the world with its expanded world-wide facilities. 
In February, 1965, Peter Jennings became the anchorman of 
the television network’s early evening news program. We feel 
he has the potential talent to become a top news commentator. 
Although it is too early to be able to measure the national 
trends, we are pleased to note that this program is con- [1593] 
tinually gaining audience in key local markets, where national 
trends begin. 

We are also very grateful for the recognition given to our 
news correspondents and programs as evidenced by eight out- 
standing awards in the past two months. These include a Pea- 
body Award to White House correspondent, William Law- 
rence; Overseas Press Club Awards to John Scali for his role in 
the Cuban Crisis and to Bill Sheehan of our London Bureau 
for his reporting of the British Election, the George Polk Me- 
morial Award to Edward P. Morgan for outstanding radio 
reporting; Thomas Alva Edison Foundation Awards to saGa 
as the television program best portraying America and to DIs- 
covery as the best children’s program. 

ABC News has continued its prime-time television program 
SCOPE and will schedule this program again in the 1965-66 
season. SCOPE presents a wide variety of provocative subjects 
and has received much critical commendation. In the docu- 
mentary field, the distinguished series SAGE OF WESTERN MAN, 
which was honored last year by a Peabody Award, will also 
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continue in 1965-66. A noteworthy example of this series was 
the recent program “1, LEONARDO,” the story of daVinci. There 
will also be a series of one-hour evening specials, produced by 
John Secondari, Stephen Fleischman and David Wolper. 

ABC News will also continue to present its regular programs 
of discussion, religion and children’s education. 

In radio, ABC News has maintained a strong, fully competi- 
tive position with the other networks. ABC Radio news carried 
the first broadcast of Premier Khrushchev’s fall from power, a 
clear beat by ABC Moscow correspondent, Sam Jaffe. On-the- 
scene reports of domestic and foreign events were produced 
with the immediacy which radio can uniquely bring to its 
listeners. 

ABC RADIO 


In radio, the ABC Radio Network’s vitality has attracted a 
great deal of favorable attention on the part of listeners and 
advertisers alike and its sales have continued to increase. 

Syndication of radio programming has been offered as a serv- 
ice to its affiliates. Highlighting the network’s activity in this 
field has been the [1595] “rmmarre 5” dramatic series and the 
Dr. Joyce Brothers Radio Show. 


The strength and reputation of the network in news, public 
affairs, entertainment and sports programming, has also at- 
tracted quality stations. In the first four months of this year, 
fourteen such stations became affiliated with the network. 


ABC OWNED STATIONS 


The ABC Owned Television and Radio Stations have con- 
tinued to serve their communities with distinction. Reflecting 
the greater public acceptance of their diversified program- 
ming and services, these stations achieved record revenues in 
1964 and they have continued to show improvement to date 
this year. Our television stations are located in five of the seven 
largest markets and our radio stations are in six of the eight 
largest markets in the country. 

The dedication of these stations to innovation in local pro- 
gramming and public and community service is attested by the 
recognition they have received. 
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For example, all of our owned stations editorialize regularly 
on vital local issues. For editorial excellence, station KABC- 
TV in Los Angeles won the National Headliners Award, given 
last year to our Detroit station. And recently, our New York 
radio station, WABC, won the respected Headliner Award and 
our Detroit radio station, WXYZ, the Sigma Delta Chi Bronze 
Medal. 

Locally produced programs have ranged from exciting en- 
tertainment like the SWINGING WORLD OF SAMMY DAVIS, pro- 
duced by WABC-TV in New York, to KGO-TV’s cultural color 
presentation of the NUTCRACKER BALLET in San Francisco, to 
the provocative weekly discussion program, OFF THE CUFF, 
which only recently was the recipient of the coveted Peabody 
Award for our Chicago television station, WBKB. 

In the news field, documentaries and specials involving news- 
makers and subjects of vital community interest, such as the 
PINPOINT radio show on WLS in Chicago, not only reported the 
news but made news headlines. During the past year alone, the 
California Associated Press Association presented awards to 
both our Los Angeles and San Francisco radio stations for their 
outstanding documentary series, 


And responding to local problems, our Pittsburgh radio 
station, KQV, for example, rallied the support of community 
and business leaders to sponsor the nation’s first Career 
Exposition through which it acquainted its community with 
the career and job opportunities available to it. The success and 
overwhelming public response to the Exposition has spurred 
other cities across the country to sponsor similar shows. 


ABC INTERNATIONAL 


Television is becoming a truly international medium. Today, 
one out of every five people on earth can view television and 
the world set count is increasing beyond the rate of a million 
new sets each month. It is anticipated that satellites will make 
world-wide television more practical and will enhance the 
growth of international television. ABC International is: pio- 
neering in international television. The Worldvision group of. 
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overseas television stations associated with ABC International 
has grown to include stations in 23 nations. Recently, ABC In- 
ternational sponsored the First Worldvision Symposium on the 
theme of “Television in The Space Age.” Broadcasters from the 
Worldvision organization gathered in Washington, D.C. to par- 
ticipate in discussions with a distinguished group of govern- 
ment and industry specialists concerned with space 
communications, including Colonel John Glenn. This meeting, 
first of its kind, was attended by representatives from approxi- 
mately twenty countries including a representative of the 
European Broadcasting Union, which was indicative of the 
international interest in this challenging subject. ABC Inter- 
national has established a leading position in international 
commercial television and continues to broaden its associations 
with television organizations in other countries. 


ABC FILMS 


The growth of television world-wide has also been evident in 
the operations of our film syndication subsidiary, ABC Films. 
Its sales of television programs to foreign stations were at a 


record level in 1964, with its programs being distributed in 65 
countries. Domestic sales have also increased and its programs 
are being shown on over 350 television stations in the United 
States. 


[1596] THEATRES 


The improvement in our theatre business, which began in 
mid-1963, continued through 1964 and into the current year. 
The availability of quality motion pictures, as I have so often 
stated, is of prime importance to successful theatre business. 
This has been most evident by the recent excellent box-office 
results of such motion pictures as MARY POPPINS, GOLDFINGER, 
MY FAIR LADY and SOUND oF Music, which have contributed 
significantly to the better results shown to date this year. 

Important factors which are directly related to the motion 
picture theatre business are rising income and standard of living 
and population statistics. Industries which furnish leisure time 
activities tend to gain with rising income and standard of living. 

278-719—67——-29 
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The segment of the population under the age of thirty con- 
stitutes the major portion of our theatre patronage and census 
figures indicate that this group has been steadily rising and 
should continue to show a substantial increase over the next 
decade. 

We are continuing to upgrade our theatre portfolio by ac- 
quiring new selected theatres, modernizing existing ones and 
disposing of marginal properties. Thus far, in 1965, ten mar- 
ginal properties have been disposed of. One new theatre has 
opened and fourteen additional theatres are in various stages of 
construction. These new theatres are in suburban areas and 
most of them are located in shopping centers. In accordance 
with modern theatre trends, shopping center theatres provide 
ease and adequacy of parking together with the convenience of 
close proximity to potential patrons. They are being built to 
provide the most efficient type of operation. We expect that 
most of these theatres, now in construction, will be operating 
prior to the end of the year and an additional seventeen new 
theatres, almost all of which would also be located in growing 
suburban area shopping centers, are being actively processed. 


OTHER ACTIVITIES 


ABC-Paramount Records, one of the major recording com- 
panies, reported higher sales in 1964 compared with 1963. Since 
the first of this year, twelve single records and six albums placed 
in [1596] the nation’s top one hundred chart, which is the gen- 
erally recognized yardstick of success in the industry. New 
recordings by Soupy Sales and The Barry Sisters on the ABC- 
Paramount label; John Coltrane and Lionel Hampton on the 
Impulse jazz label; and Carol Channing on the Command 
label, attracted much attention. Westminster, the classical divi- 
sion, introduced a new budget-priced Music Guild series, which 
has met with gratifying public acceptance. 

Prairie Farmer Publishing Company, which comprises three 
major midwest farm publications, has maintained high levels 
of circulation and these publications are rated among the top 
farm journals in the country. Our scenic attraction centers in 
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Florida, Weeki Wachee and Silver Springs, have continued to 
draw greater attendance and enjoy an excellent reputation as 
exciting tourist attractions. 

Recognizing our growing physical needs, we expect to start 
moving into our new headquarters administrative building at 
1330 Avenue of the Americas sometime towards the end of this 
year. We will also be providing for improved and enlarged 
broadcast operation facilities at our present location here on 
66th Street and on the West Coast, which will include new color 
studios. Beyond our firm dedication to provide for the future 
growth of our present business, we are also giving careful and 
continued attention to other areas of interest which would be 
compatible with our operations and managerial skills. 

This, in brief, is the current status of our operations. These 
results, to a very great degree, reflect the competence and 
dedication of the people working throughout our Company. I 
wish to express our appreciation to them as well as to our 
shareholders for their continued support and to our Board of 
Directors for its valued guidance and counsel. We feel that we 
have an excellent organization that is well equipped to meet 
the challenges of today and tomorrow. 

Thank you. 


[Federal Communications Commission Exhibit No. J-7; pre- 
sented by Justice Department] 


{1600] [American Broadcasting Companies, Inc., Second 
Quarterly Report, 1965] 


(1601] Broadening our activities in the entertainment field, 
it was recently announced that MSG-ABC Productions, Inc., 
which is jointly owned by our Company and Madison Square 
Garden Corporation, acquired an 80% interest in the two Amer- 
ican and two European productions of Holiday on Ice. The ice 
show, featuring many outstanding international skating per- 
formers, will premiere its 21st edition September 1st at the 
Madison Square Garden and will also appear in many other 
cities, both here and abroad. The purchase of Holiday on Ice 
is the initial venture by MSG-ABC Productions which was 
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formed to create, produce and present new and existing non- 
sports entertainment attractions. 
Sincerely, 


Leonarp H. GoLpenson, 
President. 


[1602] Jury 21, 1965. 
To Our Shareholders: 

I am pleased to report that earnings from operations for the 
second quarter and for the first six months of this year were 
the highest for any such periods in the history of our Company. 

Estimated earnings from operations for the second quarter 
rose to $3,488,000 or 76¢ a share from $2,568,000 or 56¢ a share 
in 1964, an increase of 36%. Net earnings, including capital 
gains, were $3,845,000 or 83¢ a share compared with $2,491,000 
or 55¢ a share last year. 

For the first six months, estimated earnings from operations 
rose to $7,665,000 or $1.66 a share from $5,433,000 or $1.19 a 
share, an increase of 41%. Net earnings, including capital gains, 
were $8,051,000 or $1.74 a share compared with $5,474,000 or 
$1.20 a share for the like period of 1964. 

As was true in the first quarter, both major divisions, tele- 
vision and radio broadcasting and theatres, contributed to the 
improvement in earnings. 

Television network sales for the upcoming 1965-66 season 
starting this Fall are at the highest level ever for this time of the 
year, substantially ahead and on a much firmer price basis than 
last year. This reflects the confidence by advertisers in the 
strongly competitive position of the network’s nighttime sched- 
ule and its programming for the new season. 

We are continuing to strengthen our theatre portfolio. Since 
the first of the year, two new theatres have opened, seventeen 
marginal properties have been divested and nineteen new 
theatres are in various stages of construction. These nineteen 
new theatres, together with an almost equal number of addi- 
tional theatres that are being processed, will be located primarily 
in shopping centers in growing suburban areas. 


6 months 
1965 1964 


$14, 415, 000 $10, 870, 000 
6, 750, 000 5, 437, 000 


Earnings from operations. 7, 665, 000 5, 433, 000 
Capital gains, net, after applicable in- 
41, 000 


5, 474, 000 


Earnings from operations. ........ 5 ‘ . 66 1.19 
Net earnings. 83 4 1.74 1,20 


1 Earnings per share are based on the average number of shares outstanding. 


[Federal Communications Commission Exhibit No. J-8; 
presented by Justice Department] 


[1603] [American Broadcasting Companies, Inc., Third 
Quarterly Report, 1965] 


[1604] Ocroser 29, 1965. 
To Our Shareholders: 

I am pleased to report that earnings from operations for the 
first nine months and third quarter were the highest for any 
such periods in the history of our Company. 

For the first nine months, estimated earnings from operations 
rose to $11,015,000 or $2.38 a share, representing an increase of 
37% over the $8,022,000 or $1.75 a share for the like period of 
1964. Net earnings, including capital gains, were $11,290,000 or 
$2.44 a share compared with $8,093,000 or $1.77 a share last 
year. 

For the third quarter, estimated earnings from operations 
rose to $3,350,000 or 72¢ a share, representing an increase of 
29% over the $2,589,000 or 56¢ a share for the like period of 
1964. Net earnings, including capital gains, were $3,239,000 
or 70¢ a share compared with $2,619,000 or 57¢ a share last 
year. 

Earnings from both major divisions of the Company, broad- 
casting and theatres, for the first nine months, were ahead of 
the like period of last year. 

For the first time, the three television networks premiered 
their 1965-66 nighttime program schedules during the same 
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week. This simultaneous opening of the new season tended to 
concentrate viewer attention on the new programs more so 
than in the prior season when the other networks had staggered 
the starting dates of their schedules. Public acceptance of our 
ABC network programming has been good and, based on audi- 
ence measurements to date, we expect our network to maintain 
a strong competitive position. It is also gratifying to note that 
advertising expenditures in the television industry are at an 
all-time high and indications are that they will continue to 
grow. The expansion of color television should also serve to 
stimulate this growth. 


$5,152,000 $20, 565, 000 
2, 563, 000 9, 550, 000 


Earnings from operations. . 2, 589, 000 11, 015, 000 
Capital gains, net, after applicable in- 

30,000 275,000 

11, 290, 000 


2.38 
24 


1 Earnings per share are based on the average number of shares outstanding. 


[1605] Last month our Company filed an application with 
the Federal Communications Commission for authorization to 
own and operate a communication satellite system for domestic 
transmission of television programs to our owned and affiliated 
stations throughout the country. We would also provide a chan- 
nel, at no charge, for the transmission of programs to non- 
commercial educational stations. We and our scientific con- 
sultants, Hughes Aircraft Company, believe the proposal is 
scientifically and economically feasible and could effect a 
substantial savings over present transmission costs. Such a 
satellite would make practical, for the first time in television 
history, the twenty-four hour operation of a network and would 
enable live transmission to the new states of Hawaii and Alaska, 
the Commonwealth of Puerto Rico and the Virgin Islands in 
addition to the continental United States. It would also be of 
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importance to the public welfare and civil defense of the nation 
in the event of a national emergency. 
Sincerely, 
Leonarp H. GotpEnson, 
President. 


[Federal Communications Commission Exhibit No. J-9; pre- 
sented by Justiee Department] 


[1606] MsmorANDUM FOR CONSIDERATION BY Boarbs or D1- 
RECTORS OF INTERNATIONAL TELEPHONE AND TELEGRAPH 
CorPORATION AND AMERICAN BroapcasTING CoMPANiss, Inc. 


The Managements of the two companies have agreed to rec- 
ommend to their respective Boards of Directors the following 
proposal : 

1. The transfer of the business and assets of American: Broad- 
casting Companies, Inc. (ABC) to a new wholly-owned sub- 
sidiary of International Telephone and Telegraph Corporation 
(ITT) to be named American Broadcasting Companies, Inc., 
and the assumption by ITT of all liabilities of ABC. 

2. The issuance by ITT of .5719 of a share of common stock 
and .5719 of a share of new convertible preferred stock for each 
share of ABC common stock. The new convertible preferred 
stock will have the following terms: 


a. Par value $10.00 per share 
b. Cumulative dividend of an amount equal to twice 
the dividend on ITT common stock, but not less than $2.40 
per share 
c. Convertible into ITT common on a share-for-share 
basis 
d. Non-callable for ten years and thereafter callable at 
an initial redemption price of $150.00 per share, declining 
at a rate of $5.00 in each year to $100.00 
e. Preference on voluntary or involuntary liquidation 
$50.00 per share 
f. Nosinking fund or purchase fund 
g. Rank pari-passu with existing ITT preferred stock. 
The proposal is subject to the execution by both companies 
of a mutually agreeable contract containing complete terms 
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and conditions relating to the proposal, which contract will be 
subject [1607] to the approval of the Boards of Directors of 
the respective companies. 

[Federal Communications Commission Exhibit No. J-9; pre- 
sented by Justice Department] 

The agreement will contain, among other provisions, the fol- 
lowing: 

1. Anti-dilution provisions with respct to the ITT common: 
stock initially issuable on the transaction and the ITT common 
stock issuable on conversion of the new convertible preferred 
stock. 

2. The delivery of substitute stock options to holders of ABC 
options. 

3. Satisfactory arrangements with respect to ABC’s Retire-. 
ment Plan, Group Insurance Plans, Key Employees Incentive: 
Compensation Plan and other employee benefits. 

- 4, Satisfactory arrangements with respect to employment. 
contracts for key personnel. 

5. The composition of the Board of Directors of ITT and the 
subsidiary acquiring the assets of ABC. 

6. Provisions specifying the continued autonomous opera- 
tions and management of ABC, by its present management, as 
a separate subsidiary of ITT, which arrangements will be 
verified by the respective managements and Boards of Directors 
at the appropriate time to the Federal Communications Com- 
mission. 

7. Provisions with respect to obtaining tax rulings satisfac- 
tory to ABC. 

8. Prompt review by ITT of the business and assets of ABC 
and prompt review by ABC of the business and assets of ITT, 
both reviews to be completed within a reasonably short period 
of time to be agreed upon. 

9. Representations by each company as to its assets and 
earnings for the year 1965, as certified by their respective inde- 
pendent accounting firms. 

[1608] 10. Consummation of the arrangements to be subject 
to the approval of the shareholders of each company, the Fed- 
eral Communications Commission and other appropriate gov- 
ernmental agencies. 
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11. The closing date of the transaction to be no later than 
June 30, 1967, unless extended by mutual agreement of the 
parties. 

12. All legal matters to be subject to the approval of counsel 
for the respective parties. 

13. Each company to have the right to conduct its business in 
the normal manner pending consummation of the transaction. 

AMERICAN BroapcasTING Companies, INc., 
By Leonarp H. Goupenson. 
INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION, 
By H. S. GENEEN. 
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[Federal Communications Commission: Exhibit No. J-12; 
presented by Justice Department] 


DecemsBer 7, 1965. 


[1616] Purchase Price 400,000,000 85.50/share* 42144% premium over cur- 
rent ABC (60) 
1. ITT preferred premium over ITT common. 
2. ITT preferred market price. 
3a. Total ITT preferred shares issued for ABC... 2, 675, 957 
b. No. ITT preferred shares/ABC common_---.-_- a 5719 
e. ITT preferred dollar value/ABC common. $47. 19 (55. 2%) 
4a. Total ITT common shares issued for ABC__ 7 2, 675, 957 
b. No. ITT common shares/ABC common. 5719 
e. ITT common dollar value/ABC common. $38. 31 (44. 8%) 
5a. Total ITT preferred & common shares issued for ABC. 5, 351, 914 
b. No. ITT preferred & common shares/ABC common-_-__- 1.143 
c. ITT purchase price preferred & common dollar value/ 
$85. 50 
$84, 000, 000 
$19, 700, 
8. 1966 Consolidated earnings (for all ABC shares and ex- 
isting ITT common) 
9. Preferred payout to ABC ($2.40Xno, preferred shares) — 
10. 1966 Consolidated earnings for common. 
11. Total Consolidated common shares... 
12. Consolidated EPS 
18. Consolidated common Market Price (P/E=20) 
14. Consolidated Preferred Market Price (common MP & 
premium ) 
15. ABC equivalent of Consolidated common/ABC share__ 
16. ABC equivalent of Consolidated preferred/ABC share_ 
17. Appreciated value of ABC common after merger-_______ 


g 


# 
28ta 2%: 
BRSS 8s 


# 
8 
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19. ABC market price premium after merger. 
20. ABC equivalent of Consolidated common dividend/ 


8 
z 


8 


21. ABC equivalent of Consolidated preferred dividend/ 
ES BRO sentence enccioniniue 

22. Appreciated dividend/ABC share after merger__._____ 

23. Former ABC common dividend. 

24. ABC dividend premium after merger. 

25. After merger yield in terms of current ABC MP ($60) -_ 


*Based upon 4,679,065 shares outstanding as of 11/30/65 (85.4871) 
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[Federal Communications Commission Exhibit No. J-38; pre- 
sented by Justice Department] 


[1711] CoMMUNITY 
ANTENNA 
TELEVISION 


[1722] Appennvix IT 


FCC REGULATION 


The FCC has shown concern because it does not believe 
CATV comes under its jurisdiction unless the system uses 
micro-wave relays to bring remote television signals into the 
master antenna. There has been considerable discussion in the 
broadcasting industry recently, over the extent to which the 
FCC should be required to regulate CATV systems, and over 
the question of whether federal legislation was needed for this 


purpose. 

The FCC recently instituted a rule making proceeding lim- 
ited to the question of whether or not broadcasters should be 
allowed to own CATV, since many systems are currently owned 


by broadcasters. There seems little chance that the Commis- 
sion would rule negatively on this question. It may, however, 
institute regulations affecting those systems which use micro- 
wave relays, requiring it to carry the signal of any local stations 
in its area as well as prohibiting the simultaneous duplication 
of programs of those local stations by programs brought in 
over the CATV system serving the same area. 

ABC’s position in this proceeding is that the question which 
the FCC has posed is too limited and that the real problems 
are as follows: 


We submit that the commission should first decide 
the ultimate place that the CATV service will have in 
television before setting the policies that will determine 
its ownership.? Except possibly in occasional instances, 


1 There is one area in which the FCC may already have enough inforina- 
tion on which to act; we refer to the formulation of a policy which would 
preclude a television licensee who owns a CATV system in its market from 
originating programming or selling advertising on the CATV system. 
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which can be handled on case-to-case basis without, the 
formulation of over-all rules and policies, there seem 
to be no multiple ownership, concentration or conflict 
problems created by the existing ownership, by television 
licensees, of CATV systems, which reach but a rela- 
tively small number of homes. 


[1723] On the other hand, if CATV is allowed to expand to 
the large metropolitan areas, reaching tens of millions of 
homes, entirely different considerations will apply. If, 
as some anticipate, this development were to result in 
most, or a major part, of television being provided 
through CATV, the ownership policy which would be 
most in the public interest would be one, very likely, 
which would encourage, not discourage, broadcasters to 
enter the CATV field. 

As in the case of pay television, it has been, and con- 
tinues to be, ABC’s position that the advent of any kind 
of system based on a direct charge to the public would 
be contrary to the public interest and a step in the wrong 
direction. But, if the final will of the people is to foster 
and expand a system of this type—whether it be pay 
television or CATV or a combination of both—ABC, as 
well as other broadcasters whose free television opera- 
tions would be impaired by this development, should be 
welcomed to, not barred from, this new field.” 

“In sum, therefore, it is our view that the CATV 
course should first be charted before the Commission 
attempts to adopt rules either limiting the ownership 
of CATV systems per se or the common ownership of 
CATV systems and free television stations. If CATV 
operation is to be restricted to providing television 
service to small, isolated communities and sparsely 
settled areas beyond the normal range of television sta- 
tions the multiple ownership, concentration and conflict 
considerations that will apply will be materially differ- 
ent than if these systems are allowed to expand to serve 
large metropolitan areas.” 
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[1724] Aprenpx III 
OrHEeR PENDING PROBLEMS 


With respect to possible federal legislation, there appears to 
be general agreement that the FCC should regulate CATV 
systems both micro-wave and non-micro-wave. There are other 
Major questions which need resolution by legislation or 
otherwise: 

(1) Should CATV systems have the right to originate 
commercials? 

(2) Should a CATV system have the right to originate pro- 
grams (other than service information, such as weather, time, 
ete.)? 

(3) Should CATV systems have the unrestricted right to 
bring any remote television signals into a market which is 
already served by several commercial channels? 

At present, it is our best estimate that the first two of these 
questions will be ultimately answered in the negative. 

There are, of course, additional questions concerning the 
business which are still unresolved such as: the degree to which 
talent and other unions will claim additional compensation as 
the result of programs usage on CATV systems and the extent 
to which copyright owners will be protected whose program 
material is utilized on CATV systems. The answers to these 
questions will have important financial consequences upon the 
ultimate development of CATV. 

These same questions, however, have been pending for a 
number of years during which CATV has become a very sub- 
stantial business, and it seems likely that a number will remain 
unsettled for the immediate future. 


[1725] Despite the uncertainties, there are substantial reasons 
why ABC should enter CATV business at this time: 

(1) As illustrated later in the presentation, CATV is now a 
reasonably stable business, with good financial return on in- 
vestment and with growth prospects for the future. 
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(2) Only by being in the business can ABC gain first hand 
knowledge and help shape it in a direction beneficial to our 
interests in the regulatory proceedings and legislative hearings 
which may come in the near future. 

(3) The recent action of the FCC in allocating frequencies 
for CATV micro-wave relays is generally regarded by industry 
observers as an indication that CATV is here to stay and is 
regarded as a permanent part of the broadcasting spectrum 
by the Commission. 


493 
[1729] Aprenvix VI 
CRITERIA FOR ACQUISITION 


We have set up certain tentative guidelines for initial con- 
sideration in considering our first acquisition or acquisitions in 
this area: 

(a) At this time, we do not believe that we will be interested 
in acquiring in the United States systems located within the 
signal contours of our five owned and operated television sta- 
tions, or 

(b) Systems which rely primarily on carrying multiple non- 
network programs into areas which already receive three net- 
work services, or 

(c) Systems which do not comply with the current FCC 
policies of carrying the local station on the system and of pro- 

tecting the local station against program duplication, or 

(d) Systems which rely for their success on carrying signals 
of distant stations through use of micro-wave facilities. 

These criteria, of course, will be reviewed from time to time 
as the situation changes in this rapidly developing field and they 
should not be regarded as hard and fast rules due to the many 
unresolved questions concerning CATV and its place in the 
broadcasting field. 


[Federal Communications Commission Exhibit No. J-65; 
presented by Justice Dept.] 


[1933] Marce 4, 1965. 
Mr. Joe Morse; 
Robert H. Kenmore—CATV 

One of the main problems with this area is that both the 
FCC and Congress are sure to get involved in it this year with 
some rule making. 

The tone of the attached article, which is selected at random 
from those appearing weekly on the subject in “Broadcasting 
Magazine”, makes it clear that nobody knows what the upshot 
of this rule making will be. 
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Since the future of CATV will be effected by whatever comes. 
out of Washington, it would seem to me that it would not hurt 
to make haste slowly until the position has been clarified. 


[Federal Communications Commission Exhibit No. J-74; 
presented by Justice Department] 

{2034] NoveMser 1, 1965. 
Memorandum to: Mr. J. Guilfoyle. 

Re CATV. 

Jack: The CATV field is one of the most rapidly growing 
and, by many evidences, one of the most potentially prosperous 
for the future that we could look into. 

Per your recent report we have committed, or will have spent 
by year end, $10 million in support of new operating franchises. 
The question now arises as to the future rate and amount of 
acquisition beyond this. 

At the same time, there are a number of factors in this new 
industry, from an operating standpoint and from regulatory 
and other relations standpoints, particularly in relation to 
telephone companies, many of whom are our customers, which 
raise a number of important imponderables. Some of these may 
become also important risks to the recovery of the investments 
made in this field. 

The work done to date by your division I think is outstanding 
in its ability to move fast and “nail down” the locations 
developed. 

However, in order to have a full understanding of the nature 
of this entire business which we have been investing in, and 
its import on other areas of the company, it is desirable to have 
a good discussion among the top management group so we all 
have an understanding of the potential risks and, more im- 
portantly, of the day by day developments as they may affect 
the outlook for the field. 

Since the subject, at this stage, does not lend itself to a 
simple writeup, I suggest we have a discussion meeting on 
Tuesday, November 2nd, starting at 2:30 p.m. Everyone should: 
be able to get free in time to vote that evening if they need to. 

I suggest the following people attend this discussion and 
copies of this memorandum will be sent to each. 
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The attached is for general “pre-thinking”. This discussion 
will eliminate the necessity for any discussion in depth at 
the Business Review on Friday, as I think it would take too 
much time at that point. 

H. S. Geneen. 


[2035] NoveMBER 1, 1965. 
Distribution—CATV: 
Mr. H. Perry 
Mr. J. Pospisil 
Mr. R. Kenmore 
Mr. Gerard (consultant) 
Mr. E. Gerrity 
Mr. R. Brittenham 
Mr. H. Aibel 
Mr. R. Chasen (additional if Mr. Chasen wishes to bring) 
Mr. J. Hanway 
Mr. H. Knortz 
Mr. H. Busignies (or Mr. Cookson or representative of 
Technical Dept.) 
Mr. J. Thompson 
Mr. E. Peterson 
Mr. P. Richards 
Mr. R. Bennett 
[2036] NoveMBER 1, 1965. 


Catv Pre-Discussion Nores ror Review 


Our program, to date, as was agreed on earlier in the year, is to 
finance local franchise operators of good character and ability 
who are able to obtain franchises from the communities we are 
interested in and to do this on a promissory note basis which, 
after payment, leaves us with warrants which can be converted 
into operating control. 


In general, the investment by the franchise operator himself 
will be minimal and our security, therefore, lies in the operating 


278-719—67——30 
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franchise and its value. There is some salvage value in the 
equipment. 


In addition, we would intend to manufacture and sell cable, 
amplifiers, head end equipment and possibly “slave type” TV 
sets, etc. 


The industry is very new and many new problems develop from 
day to day. Some of the legal problems developing lie in these 
areas: 


(a) Future copyright control. Suits have been filed by 
CBS and United Artists. 

(b) FCC regulation of program material and prac- 
tices. Recent FCC ruling aimed at “broadcasters” for- 
bids showing in a local area for two weeks before and 
two weeks after a local VHF TV station carries the pro- 
gram. The CATV industry takes the position that they 
are not “broadcasters” and that this does not apply to 
them. This point has not been established, but would be 
a material problem if it were. 

(ec) Anumber of the public utilities, particularly tele- 
phone companies, have filed for rates and tariffs with the 
intention of investing in the equipment on their poles 
and renting same on a non-exclusive basis to CATV op- 
erators. It is said they wish to control the equipment 
from the head end to the connection in the house. It is 
stated that they intend to control the programs and other 
activities of their lessees. Whether, under these condi- 
tions, telephone companies could insist on program con- 
trol or the giving up of any rights by a lessee which were 
not in conflict with by either State or Federal regulatory 
commissions is a question or, even if given up, whether 
they could be enforced as against such regulations. 

(d) On the other hand, with “fair” agreements, rent- 
ing of such equipment from the telephone companies 
may be a much more feasible and less expensive way 
for us to get into such franchises and allow us to move 
[2037] further with less investment, provided the rent- 
als are based on the telephone companies’ investment 
and are not contingent on our efforts or profitability. 
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This raises the question as-to what “kind of charge” the 
telephone companies would be allowed to make by reg- 
ulatory authorities. 


There are other questions which have to do with “security” 
of our franchises. The need to get exclusive franchises from one 
town or exclusive pole licenses, etc. Obviously, the opportunity 
to rent a system from telephone companies on a “non-ex- 
clusive basis” leaves additional competitive possibilities where 
exclusive franchises are not owned. This raises the question of 
size of commitment we will make on a non-exclusive basis or 
in relation to risk factors. We need to identify and review the 
risk factors in relation to the size of each investment. 

Another factor of the “security” of our franchises may lie in 
the type of standard agreement we insist our franchise operator 
sign with each subscriber. Clauses which might be enforced as 
to cancellation for the purpose of entering a competing CATV 
network after having underwritten the erection of our network 
is typical of problems which might be involved here. 

In another area lies the whole question of determining the 
stability of these franchises in terms of its “service utility” to 
the subscriber for example “fringe areas”. better color, “more 
stations”, “cheaper than erecting a TV antenna”. i.e. “why will 
the subscriber stay?” 

None of this has yet been checked out in our own operations 
but we have comparison from other areas. It is important to 
develop a basic format to check out “service utility” and, there- 
fore, stability of the franchises before we get commited to them. 
In the same area a question should be raised as to how long 
franchise CATV customers can be expected to continue or 
renew their agreements under varying economic and reception 
conditions in the future. The development of future color sets 
by the manufacturer, for example, or increased powers of trans- 
mission by the broadcaster, have something to do with the 
length of the “service” utility of CATV. 

There is considerable discussion of possible future pay TV, 
also closed circuit TV and use of CATV for local emanation of 
programs. Also, use of CATV networks for reading meters, use 
of CATV for burglar alarm systems and even possible use of 
CATV networks for two-way communications. Somewhere in 


498 


this area also are “picture phones” which are already part of 
telephone company plans and which could become “CATV” 
in itself. There are, therefore, many pending conflicts in these 
areas, the trend of which and regulations thereof must be 
watched. 

[2038] The whoie geographical question of urban vs. rural 
markets, what sections of the country, etc. become of impor- 
tance, particularly in respect to possible future advertising or 
other closed circuit revenues. 

We are investing $10 million and possibly more in non- 
proven operating franchises in a new industry with the expecta- 
tion of returns four or five years from now. The effect of pro- 
jected cash flows, earnings, etc. by year are a part of the effect 
of the problem on the company. 

Also, the possibility of ownership of “transmission channels” 
from one CATV area to another (with FCC approval) and the 
possibility of creating a network linking whole areas of local 
CATV’s franchises and possibly further marketing of the serv- 
ices of the group. 

This brief memo is intended to indicate that while there are 
large potentials there are also possible high risks in such a new 
industry and to give some impression of the nature of the 
discussion on Tuesday. 

H. S. GenEEN. 


[Federal Communications Commission Exhibit No. J-75; pre- 
sented by Justice Department] 


[2039] FeperaL Evecrric Corroration 


To: R. Kemmare. 
Enclosed is the December 3rd CATV Status Report. 
Rozserr E. CHasen. 


[2040] CATV Srarus Rerort—Dercemser 3, 1965 
I. CURRENT STATUS 


A. Southwest CATV Inc. (Brownsville, etc., Texas) 

1. Meetings held with Southwest CATV Inc. and Jerrold 
concerning the Southwest CATV buy-out of Jerrold’s franchise 
in McAllen, Texas. Offer previously made by Jerrold was 
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changed by Southwest and ITT to eliminate them completely 
for a cash buy-out. Their price of $450,000 appeared exorbitant 
and negotiations were broken off. 

2. The City of McAllen has since awarded to Southwest 
CATV Ince. the right to pass through with their trunklines to 
service Mission and Pharr and a pole lease agreement with 
CP&L has been negotiated which will give us access to approxi- 
mately one-half of McAllen without any further purchase of 
Jerrold’s position. This is available if we decide on attempt to 
exploit McAllen. 

3. Engineering is proceeding and construction is slated to 
commence January 1, 1965. 

B. Kingston Cablevision (Kingston, New York) 

The Accounting Department of FEC is presently examining 
the documents provided to them by the Kingston Cablevision 
CPA firm in New York. The analysis of the financial docu- 
ments will be available on Wednesday, December 1, for FEC 
management to review. Preliminary estimate is negative. 

C. Birmingham Suburbs (Alabama TV Cable Corp.) 

This deal is now dead as the principals have notified us that 

they will sign with Stromberg-Carlson. They will receive 100% 


financing, keep control of their corporation (not subject to buy- 
out) and will not have to take S-C “turn-key.” 

Our rights are being reviewed to evaluate whether or not 
we wish to utilize any legal action. Cold hard fact is that S-C 
and others are now offering a more attractive financial package 
than that proffered by KCC-FEC. 


[2041] D. Northwest Cablevision (Seattle) 

The offers previously mentioned in the CATV Status Report 
of November 19 have been sorted out. The proposal by a broker 
was an offer by the Seattle Times to buy a small minority posi- 
tion in the company to give them access to a news channel 
which they would like to sponsor under their control. No firm 
offer has been forthcoming other than a proposal made by Mr. 
Harrison to myself of the following: 

Present Stock Issued—400 shares. 

Stock Warranty Held by ITT—600 shares. 

Proposed New Issue—199 shares which will be sold to 
the Seattle Times, leaving ITT with a majority position 
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of 50.4%. The price mentioned for the 199 shares is in 
the neighborhood of $100,000 which could be used to 
retire part of the outstanding debt of the corporation. 

The other offer has not been acted upon as it was for majority 
control. 

The Seattle Times would be a potentially strong partner and 
consideration should be given to this offer to insure our future 
in the Seattle area. 

E. Unicable, Inc. (Oswego, New York) 

The pole lease agreement has been signed by both parties 
and access to the poles is expected momentarily. 

F. Garden State Television Cable Corp. (Bridgeton, New 
Jersey) 

The opening of the Bridgeton system was highly successful 
and good press coverage was achieved. The system opened with 
550 subscribers on the line. Minor technical problems have 
been encountered, but are being resolved. 


G. Television Transmission Company of North Carolina 
Loan documents under preparation, but there are several 


unresolved legal problems. ITT eable will be procured for this 
installation. 
II. OPPORTUNITIES UNDER STUDY 

A. Richmond, Virginia 

This opportunity is another brought up by Mr. J. Newmark 
of Television Transmission Company of North Carolina. No 
determination has been made as to how good this franchise 
opportunity is. 
[2042] B. Rhode Island International Cable Service Inc. 

The PUC Commissioner of Rhode Island was the guest of 
FEC on November 26 and 27 and attended the opening of the 
Garden State Television Cable Corp. The visit was highly suc- 
cessful and the Commissioner is adequately prepared to defend 
independent CATV interests in the Rhode Island area. He also 
feels he now has grounds to revoke the tariff granted to the 
Bell System for providing CATV service in Rhode Island. 
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C. Baton Rouge, Louisiana 

Mr. James H. Gill, Jr. attended the opening of the Garden 
State Television Cable Corp. in Bridgeton, New Jersey, with 
the President of the Executive Council of Baton Rouge and 
other key officials. The group left satisfied with what they had 
seen. 

D. H & B American Corp. in New Jersey 

A letter has been received from H & B American notifying 
Garden State Television Cable Corp. that they have decided 
against selling their New Jersey systems after discussion by 
their Board of Directors. 

E. Video-Link (Camden, New Jersey) 

This group has received-three franchises to date and expect 
to have more than thirty, including the City of Camden and 
Boston, Mass., within the next two or three months. The man- 
agement of this group is being checked out to ascertain their 
character, reputation and integrity as businessmen. Report ex- 
pected soon. 

F. Philip Gibson—Consultant 


1. The following are opportunities which Mr. Gibson has put 
together for ITT in each of the following cities. The Massa- 
chusetts and New Hampshire market seems to be ripe for 
CATV and Mr. Gibson has done a vigorous job in putting to- 
gether a new approach for ITT in this area. 


Franchise filed by: 
Merrimac Valley Cablevision Corp., Lowell, Massachu- 
setts, Mr. Walter Shannohan. 

[2043] 
Hampden-Hampshire Cablevision, South. Hadley, Massa- 
chusetts, Mr. Michael Malone. 


Worcester Cablevision Corp., 40 Court Street, Boston, 
Massachusetts. 


South Shore Cablevision, 1503 Hancock Street, Quincy, 
Massachusetts. 


Cablevision Corp. of New Bedford, The Lane Assonet, 
Massachusetts, Mr. Henry Nadeau. 
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Montachusetts Cable Vision, 993 Main Street, Fitchburg, 
Massachusetts, Mr. Lynmore Goodspeed. 


Pilgrim Cablevision Corp., Main Street Extension, Ply- 
mouth, Massachusetts, Mr. Donald Govoni. 


2. Another franchise that Mr. Gibson has also developed 
is Radio Station WARE of Massachusetts which holds the 
exclusive franchise for the towns of Warren, Brookfield, and 
Webster, Massachusetts. It has also filed for Clinton, Massa- 
chusetts. Meetings have been held with Mr. Allen W. Roberts, 
President, concerning ITT interest in said franchises; how- 
ever, no offers have been made to them because of present 
“freeze” on CATV activities. 


[Federal Communications Commission Exhibit No. J-76; 
presented by Justice Department] 


[2044] Feperau Evectric CorPoraTION 


To: Mr. R. Kenmore. 
Enclosed is the CATV Status Report for December 10, 1965. 


Ropert E. CHAsEn. 


[2045] CATV Sratrus Rerort—Decemser 10, 1965 
I, SIGNIFICANT DEVELOPMENTS 


A. FEC, working with J. H. Vollbrecht, has reached approxi- 
mately 90% completion of its screening grid which is to be used 
as a standard in screening new opportunities. FEC is taking 
more time than anticipated to perfect grid but, since it is of 
paramount importance, believes such time is well invested. 

B. The first meeting of the ITT-FEC CATV Committee was 
held in Mr. J. W. Guilfoyle’s office, New York, on Friday, 
December 3, 1965. Assignments were made and minutes of this 
meeting will be distributed to persons who receive this report. 


Il. CURRENT STATUS 


A. Kingston Cablevision, Kingston, New York 
We have been advised that Kingston Cablevision has been 
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offered a firm commitment by ABC. Kingston asked FEC for 
$3 million which seemed excessively high. FEC declined. 
B. Southwest CATV, Inc. 

Progress proceeding in Brownsville, Texas, as scheduled. Con- 
struction program scheduled to start in Harlingen, Texas, the 
first of February 1966. A complete construction schedule for 
Southwest CATV, Inc. will be available in one week. 

C. Unicable, Inc. 

Stranding has started in Oswego and will proceed as quickly 

as the pole plant is made available. 


III. OPPORTUNITIES UNDER STUDY 


A, Richmond, Virginia 

No progress has been made on this opportunity due to curtail- 
ment of our activity in the general area of CATV. Mr. J. New- 
mark has repeatedly contacted us requesting a decision. 


[2046] B. South Carolina 
Mr. Ken Hart. representing a loca] group in South Carolina, 
has been referred to us through Mr. J. Pospisil of KCC. Mr. Hart 


advises that his group is influential enough to produce exclusive 
franchises in the following towns in South Carolina: Beaufort, 
Anderson, Greenville, Charleston, Spartenburg. 

Mr. Hart requests a decision from FEC regarding our interest 
and is willing to work on an 80%-20% split with FEC. He also 
requests letter of financial support, which we are unable to give 
at this time due to “freeze.” 


[Federal Communications Commission Exhibit No. J-77; pre- 
sented by Justice Department] 


[2047] FeperaL Exectric CorPoRATION 


DEcEMBER 29, 1965. 
Memorandum to: Addressees. 
Subject: CATV Committee Meeting, 1/5/66, 10 a.m. 
The CATV Committee meeting of January 5, 1966 will 
probably be held in one of the conference rooms at 320 Park. 
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You will be advised in advance of the specific location. The 
agenda for the meeting will be as follows: 
I. Report of action items which were assigned as follows: 
1. ITT Legal—H. Steinke 
a. Set priority—legal problems and report new priority 
on studies b., c., d. below. 
b. Assignment covering study of proposed rates and 
tariffs—PUC. 
c. Assignment—Effect on CATV of FCC control. 
d. Study on exclusivity of the franchises and state laws 
governing. 


2. ITT Comptroller’s Department—J. Berke 


a. Assignment of closing loop on ITT financial responsi- 
bilities. 


8. FEC—R. E. Chasen 


a. Complete evaluation grid and make distribution to 


committee members after Mr. Vollbrecht’s approval. 
b. Determine distribution of reports. 
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[2048] IJ. Attached grid should be studied in advance of the 
meeting so that it may be prepared for final acceptance as an 
FEC guide line. 

III. Discussion concerning ITT equipment usage in CATV 
market place. 

IV. Discussion re offer by Seattle Times to buy minority in- 
terest in Northwest Cablevision, Seattle, Washington. 

V. Discussion re assignments issued by Mr. Vollbrecht. 

VI. Go/No Go recommendation relative to FEC coming out 
of “freeze” will be made by CATV committee. 

VII. Discussion relative to ABC impact on ITT CATV 
mission. 

Rosert BE. CHASEN. 

Addressees: Messrs. J. Berke, J. Fitzpatrick, R. Kenmore, J. 
MeDaniels, J. Morse, J. Vollbrecht, H. Steinke, J. Seath. 

Information: Messrs. R. Bennett, R. Brittenham, H. 
Busignies, E. Gerrity, H. Knortz, H. Perry, P. Richards, J. 
Thompson. 


[Federal Communications Commission Exhibit No. J-78; pre- 


sented by Justice Department] 


[2049] FeperaL Evectric CoRPORATION 
To: Mr. R. Kenmore. 
Enclosed is the December 30, 1965 CATV Status Report. 
Rosert E. CHASEN. 


506 
[2050] Carv Status Rerort—D5cEMBER 30, 1965 


Due to the Holiday Season, we have consolidated two weeks 
into one report as of this date. 


I. SIGNIFICANT DEVELOPMENTS 


A. In a meeting with Mr. Angelo Milandra of Camden, New 
Jersey, and Mr. L. Tonti of the Garden State Parkway Com- 
mission, statements were made that the CATV industry had 
been betrayed by Governor Hughes and Mr. Hyland of the New 
Jersey State PUC. 

From a political point of view, every effort is being made to 
prevent Mr. Hyland from accepting the tariff of the New Jersey 
Bell Telephone Company as proposed at the hearings which are 
slated to resume February 1, 1966. 

B. The Screening Grid has been completed and distribution 
will be made this date. 


II. CURRENT STATUS 


A. Southwest CATV, Inc. 


Program is moving according to schedule and meeting will be 
held with principal on January 6, 1966 to enure his acceptance 
to our schedule. 


B. Northwest Cablevision 

Negotiations are under way with the Seattle Times. They 
have made a firm offer of $100,000 for 199 shares of stock, 
which will be a new issue representing 16.4% of the total stock 
issued. This would leave ITT with a majority position of 
50.4%. A further report will be made when negotiations are 
complete. 

C. Unicable, Inc. 

Construction is under way. Stranding has started in Oswego 
and will proceed as quickly as the pole plant is made available. 
Cable plant has been installed from the head-end site to the 
Unicable office in Oswego. 
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D. Garden State Television Cable Corp. 
Final loan closing being held this date. All documents will be 
signed by close of business today. Legal problem in Northfield 


has been settled out of court with satisfactory insurance to 
ITT. 


[2051] E. Television Transmission Co. of North Carolina 

Strand mapping is complete, system design is under way and 
construction scheduled to start on or about February 1, 1966. 
F. Phonoscope 

FEC has prepared for KCC a new pro forma which has been 
sent to them. A new loan of $265,000 will be required to expand 
the system with KCC retaining recourse and FEC assisting 
KCC by accepting management responsibility for the system. 


III, OPPORTUNITIES UNDER STUDY 


A. International Cablevision, Inc. (Acquisition) 

Acquisition study is presently under way 
B. Baton Rouge, Louisiana 

City Council of Baton Rouge has set date of January 12, 
1966 for bids on the Baton Rouge franchise. FEC is performing 
an all-out effort to assist the Gill family in capturing this 
franchise. 

Nore: This is a two channel market with 67,000 potential 
subscribers. 

C. Rhode Island International Cable Service, Inc. 

Our principal in Rhode Island has had his application for 
the franchise in Cranston turned down, however, Mr. Phillip 
Gibson, our New England Consultant, is attempting to salvage 
the loss of this valuable franchise. 

D. Charleston, West Virginia 

We have received an opportunity to prepare a bid for the 
City of Charleston, West Virginia. The franchise is under study 
to determine whether or not it fits within the screening grid 
set forth by FEC/ITT Management. 
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[Federal Communications Commission Exhibit No. J-79; 
presented by Justice Department] 


[2052] CATV Sysrems Basic FuncrionaL RESPONSIBILITIES 


ITT HEapquarrers 


Decide on the need and feasibility of ITT owned and oper- 
ated U.S. communications networks. 

Coordinate responsibilities of separate companies in CATV 
work; and decide intercompany conflicts for best overall results. 


FEC 


Design and construct CATV systems: 
1. At a profit. 
2. Without credit exposure. 
Own and operate CATV systems per plans agreed with ITT 
to assure: 
1. No risk of principal invested 
2. Rate of return on investment acceptable to ITT 
3. Total investment at any one time within limits 
agreed to by ITT 
KCC 


Provide funds needed by FEC for FEC’s investment in its 
own CATV systems. 

Grant credit terms to FEC’s customers (construction only) 
for CATV systems at no risk to FEC of loss on principal or 
income. 

NA Tetecom 


Protect customer relationships with Indep. Tel. Industry. 
Assist FEC in doing CATV work with/for Indep. Tel. 
Industry. 
GENERAL RULES 


A. KCC Loans for FEC’s Investment in CATV System 

1. KCC is not responsible for the validity of the credit 
granted to FEC (either on a direct or recourse basis). 

2. FEC will give KCC a minimum of 90 days prior notice 
of the dollar requirements from KCC needed for their CATV 
systems. This procedure should be established on a quarterly 
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basis. Mutually agreeable interest rates will be negotiated on 
quarterly requirements. 

3. Within the dollar requirements outlined by FEC and 
agreed to by KCC, KCC will grant loans to FEC and/or FEC’s 
customer upon receipt by KCC of: (i) an FEC certificate 
signed by the President of FEC to the affect that the invest- 
ment is within the agreed rules between FEC and ITT; (ii) a 
schedule outlining the loan requirements in detail which would 
enable KCC to draft the supporting legal document covering 
the loan. 

4. FEC will furnish an authorized representative to preside 
in the drafting and negotiating of the legal documentation with 
FEC’s customer. 

5. In the event of any default in payment or any other prob- 
lem, the responsibility will be FEC’s. 

[2053] 6. Any expenses incurred by KCC under this category 
will be recovered from FEC and/or FEC’s customer. 


B. KCC Loans to FEC’s Customer (Construction Only)— 
(other than investment) 


1. KCC is responsible for validity of credit granted—using 


normal credit standards. 

2. KCC may not accept recourse against FEC or any other 
ITT company as justification for credit validity. 

3. At KCC’s request, FEC will furnish a feasibility report 
covering: (a) CATV potential of area; (b) technical perform- 
ance of proposed system; (c) competence of licensee to operate 
system; (d) related technical, engineering, and operational 
matters; and an operating agreement covering these items will 
be entered into between FEC and KCC. 

4. KCC is responsible for loan negotiating and future en- 
forcement of the loan agreement with FEC’s customer. 

C. Transactions with Independent Telephone Companies 

1. The financing of CATV systems may fall into either the 
A or B category. 

2. Relationship with Tel. Co. customers is responsibility of 
NA Telcom; hence, FEC may not make any CATV plans or 
proposals in a territory served by an independent tel. co. with- 
out the understanding and concurrence of NA Telcom. 
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3. CATV system plans and proposals are the responsibility 
of FEC; hence, NA Telcom may not participate in any CATV 
work without understanding and concurrence of FEC. 


D. Conflicts—Route of Appeal 

1, Each company is expected to protect its own interest. 

2. If protection of self interest results in conflict which two 
companies cannot resolve to their mutual satisfaction, then 
they must appeal to ITT to resolve the issue. 

3. Appeal is to man appointed by HSG; and this man is 
responsible to HSG for the validity of decision he makes. 


[2054] FEDERAL ELecTRIC CoRPORATION 


To: Mr. R. Kenmore. 
Attached is the Status Report for period ending January 7, 
1966. 


Rosert E. CHASEN. 


[Federal Communications Commission Exhibit No. J-80; pre- 
sented by Justice Department] 


{2055] CATV Srarus Report—January 6, 1966 
I. SIGNIFICANT DEVELOPMENTS 


A. Ameeting of the CATV Committee was held in New York 
on Wednesday, January 5, 1966, at 10:00 A.M. at which time a 
full discussion was held concerning the legal, financial and tech- 
nical aspects of CATV. 

B. The Screening Grid was revised and distribution will be 
made the first of next week. 


Il. CURRENT STATUS 


A. Southwest CATV, Inc. 

Program is moving according to schedule and construction 
will start a week from Monday in the Rio Grande Valley. 
B. Northwest Cablevision 

The Federal Electric Corporation has made the decision, sub- 
ject to review by New York, that they will accept the Seattle 
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Times’ offer to increase the stock issue by 199 shares, However, 
& new approach was made to FEC by Hearst Radio and Tele- 
vision and Newspapers, who own the Post Intelligence News- 
paper in Seattle, who also wish to buy into the Seattle station. 
In view of the competitive aspects of the Hearst Company, it 
was decided to go along with the Seattle Times, which has a 
circulation of two (2) to one (1) over the Post Intelligence. 
C. Unicable, Inc. 

Construction is underway, signals are now into the office and 
a sales campaign will be started. The turnkey has been signed 
and a meeting will be held within the next ten (10) days to elect 
the director designated by FEC. 


D. Garden State Television Cable Corp. 

The final loan closing was held, all documents were signed, 
construction is proceeding in Northfield and construction will 
start in Vineland in approximately two (2) weeks. 

[2056] . Television Transmission Co. of North Carolina 

The system engineering is ready and all agreements have 
been reached with the principals, A letter of intent to commence 


turnkey is in the hands of FEC and procurement of material 
has started. 


F. Puerto Rico Cablevision—Certified Signal Corp. 

System design has been completed ‘and construction is slated 
to commence approximately February 1, 1966, with an initial 
portion of the system to be turned on April 30, 1966. The pole 
lease agreement which was to be signed with another firm by 
the Virgin Island Telephone Company has been halted and we 
are preparing to move into the Virgin Islands as well as study 
the possibilities in the Bahamas, 


TM. OPPORTUNITIES UNDER STUDY 


There are no other opportunities under study with the ex- 
ception of Phonoscope, which is a KCC investment requiring 
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additional investment for protection of the original investment. 
We are continuing to consolidate the positions we have in each 
of the six (6) other companies, including their new franchises 
which are growth opportunities. 


[Federal Communications Commission Exhibit No. J-111; 
presented by Justice Department] 


[2119] MEMORANDUM FOR THE RECORD 


NoveMser 19, 1965. 
Subject: Trip to Kingston, New York 

A trip was made by Messrs. D. Lynch and F. Dimitroff on 
Thursday, November 18, 1965, to examine the property of 
Kingston Cablevision, Kingston, New York. 

Discussions were held with three (3) of the principals (Walter 
Ests, Dr. Gailord and Mr. George Gailord) and a quick tour 
of the facilities was made. 

Background 

Kingston Cablevision was constructed in late 1958 and early 
1959 to provide area residences the needed improvement in the 
reception of New York City TV channels, whose transmitters 
were 90 some air miles away. It was initially constructed as a 
low band (5 channel) system using Entron head end and dis- 
tribution equipment. Pick up of off air using conventional cut 
yagis mounted on top of a 200+ foot steel tower located at the 
edge of town. Authority for constructing and operating the 
CATV service was granted by the Kingston Common Council 
to Kingston Cablevision, a New York corporation, for thirty 
(30) years. The poles of New York Bell Telephone and Cen- 
tral Hudson Power were rented on a year-to-year basis at a 
charge of $5.00 per joint use pole per year . 

General 

Kingston Cablevision currently services approximately 6500 
customers in the City of Kingston and towns of Esopus, Ulster, 
Hurley, and Woodstock (the latter town providing the bulk of 
customers outside of the city limits). The total plant has been 
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almost fully converted to provide a maximum of twelve (12) 
TV channel service through off air pick up of all the New York 
City VHF TV channels (except Channel 13) at two (2) sep- 
arate head end locations. 


Technical 

The total facilities really consists of two (2) separate sys- 

tems. The first system, which services Kingston, uses Entron 
tube-type trunk amplifiers, aluminum trunk cable and Jerrold 
head end (Channel Commander), but still has strip braid dis- 
tribution cable. 
[2120] The off air pick up point is on a hill seven (7) miles 
from the main service area. Cut yagis are mounted on a large 
well constructed creosoted structure. The Channel 2 antenna 
is a very large high gain directional unit built by the Scientific 
North American Corp. Judging from the pictures observed at the 
head end and in the office, this unit surpasses conventional 
CATV Channel 2 antenna performance. The head and equip- 
ment shelter is a cinder block building approximately 12 x 16 
feet in size. 

Access to the site is gained over a road that was well main- 
tained. Clearing snow off the last one-half (14) mile or so of 
access road is shared with Western Union, which maintains a 
microwave facility on the same hill. 

The second system services the growing area of Woodstock, 
which lies North of the city, the Woodstock system is relatively 
new and consists of 40% Ameco and 60% Jerrold fully tran- 
sistorized equipment, all aluminum trunk and distribution cable 
and conventional CATV head end tower, antennas and equip- 
ment (Jerrold Channel Commander). 


MARKETING 


The economy of Kingston is based principally on the pay- 
rolls of IBM. The IBM facilities in the city and areas are not 
of the production type, they are mostly “think facilities.” The 
area reflects the current prosperity through new construction, 
renovation, urban renewal and the observed prosperity of peo- 
ple and things in the city. 
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FINANCIAL 


An audited set of financial statements are being sent to FEC 
by Special Delivery from Kingston Cablevision’s CPA firm in 
New York City. 

OFFICE 


The office facilities and equipment observed were acceptable, 
with the exception that there was no private office space and 
parking was difficult. Kingston Cablevision is moving to new 
quarters around the first of the year which will overcome these 
shortcomings. The system presently employs sixteen (16) peo- 
ple on the payroll. Modern procedures and methods were ap- 
parent, including IBM billing equipment. 


(2121] CONCLUSION 


The observations and comments made are the result of an 
initial and brief visit. Much of the information noted is un- 
verified, but it is apparent that Kingston Cablevision is at least 
reasonably well constructed and operated. 

It is assumed that if there is any future interest, manage- 
ment will make some specific assignments for future activity. 

F. Dimrrrorr, 
CATV Division. 


[Federal Communications Commission Exhibit No. J-118; 
presented by Justice Department] 


[2131] Feperau Execrric Corporation 


JANUARY 4, 1966. 


To: J. C. Black. 

From: H. K. Dobra. 

Subject: Vero Beach & Port Pierce Possibilities (International 
. Cablevision Corp.). : 

Based on the Adler Report and conversations with Mr. Ken- 
neth Holcombe (formerly of Entron, Inc., and who was present 
during the building of these systems), the following conclu- 
sions were arrived at: 
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Vero Beach, Installation Rate $20.00, Service Rate $5.50 


4, 000 
2, 400 
1, 600 


Annual income (service only) 2,400 subscribers. ........---.---- $158, 400 
Additional potential income based on 50% of additional 1,600 
subscribers through a more aggressive sales program (service 


Installation charges (income) 
No additional plant required. 


Adler estimated perhaps 10 miles of additional plant would 
pass another 800 homes recently built, and would also pass 
future building. If so, an investment of an additional $40,000 
in plant would yield an additional annual income (service 
only) of $31,680 plus $9,600—in installation fees based on 60% 
saturation. 


Fort Pierce, Installation Rate $20.00, Service Rate $5.50 
1964 House Count. 

1965 Subscribers 

Additional potential subscribers passed by system 


Annual income (service only) 1,600 subscribers 

Additional annual income (service only) 1,000 subscribers through 
an aggressive sales program 

Installation charges (income) 

No additional plant required. 


Holmcombe guesstimates an additional 40 miles of plant 
would complete the wiring of Fort Pierce and cover the negro 
section which he believes is worthwhile and pass an additional 
5,000 houses. This would require an additional investment of 
$160,000. and would yield approximately $99,000. in annual 
service fees and $30,000. in installation fees. 


(2132] He also recommended consideration of an additional 
5 miles of trunk and distribution to be carried in a southerly 
direction to cover White City with approximately 500 homes 
and permanent trailers, and then continue farther south to Port 
St. Lucie (a Mackle Bros. development) with 2 miles of trunk 
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and 7 miles of distribution to pass approximately 1,000 homes. 
If adopted, it would mean an additional investment of approxi- 
mately $80,000. in plant (20 miles) and would yield at 60% 
saturation, $59,400. (service only) annual income plus $18,000. 
in installation charges. 

A study is also recommended, since the existing plant is low 
band, to convert to all band equipment. Careful consideration 
should be given the cost factor versus resulting additional pro- 
gramming and improved quality of service from advances made 
in the state of the art in the industry. 

H.K. Dosra, 
CATV Division. 


[Federal Communications Commission Exhibit No. J-119; Pre- 
sented by Justice Department] 


[2134] ConTENTS 


J. General overview 
II. Specific transactions completed to date 


III. Problem areas 

IV. Financial comment 

V. Brief review of current and future activities and 
opportunities 
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[2137] 
Synopsis oF Report—ITT TrapemarkK Wii Be “ITT 
Service—CATV—CeEnrTIFIED SIGNAL” 


Activities underway on broad scale. Numerous possibilities 
have been evaluated by FEC and, after careful examination, 
five commitments have been made: (1) Oswego, New York, (2) 
Seattle, Washington, (3) Bridgeton, Hammonton, and Vine- 
land, New Jersey, (4) Northfield, New Jersey, and (5) eight 
suburbs of Birmingham, Alabama. Total loans committed 
$4,150,000. 

Kellogg Credit on notice that additional funds will be re- 
quired. Problem areas which are operational in nature appear 
soluble. Problem areas of legal nature are more difficult. They 
are: 

(a) Restraint on original FEC Holding Company concept be- 
cause of tax lability. 

(b) Copyright Issue where owners of copyright program 
material claim CATV operators infringe their copyrights. 

(c) Microwave Grant Issue where FCC regulations are perti- 
nent and where a CATV system could not provide proper signal 
without microwave assistance. 

(d) Pole Rental Issue where local telephone company may 
“freeze” on granting usage of their poles. 

(e) State Regulation Issue wherein the State may attempt 
regulatory action over CATV. : 

Original FEC-CATV financial forecasts still appear valid. 
FEC-KCC loans could reach $10 million in 1965 and possibly 
minimum of $10 million more in the first six months of 1966. 
Cooperation between FEC and Kellogg Credit excellent with 
rapid service achieved. Discussions underway between FEC 
and KCC for mechanism to expedite small CATV acquisitions. 
No problems envisaged. 

Financial projects looking rosy, however, several unknowns 
must be resolved as business develops. These are: 

(a) Kellogg credit—FEC loans are risk finance loans with 
operators putting up little or minimum equity. 

(b) This is business although electrical and electronic in 
nature, nevertheless, a new business for FEC. 
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(c) Individuals encountered, although carefully screened, 
constitute a new and different type of businessman eminating 
from a new industry. 

(d) Financial unknowns inherent in new businesses may 
develop. FEC still feels undertaking more than worthwhile 
and used conservative [2138] estimates to cover contingencies 
so far as known facts are concerned. ITT should not, however, at 
this time use the financial projections included herein as the 
basis for anticipating future profitability and capital gains pro- 
jections. Solutions to problems such as public utility rate regu- 
lation, copyrights, etc. should become more definite in the next 
12 months. 


[2139] I. GENERAL OVERVIEW 


A full-scale CATV effort is now underway at FEC. At the 
present moment, innumerable opportunities are available for 
examination and evaluation. The FEC objective in the initial 
stages was to select a few “solid gold” opportunities and con- 
centrate on this small area in order to assure a successful 
launch effort. It is proper to point out that the CATV business 
today has its full share of “con men,” fakers, thieves, and un- 
stable businessmen. In probing the field, we have met at least 
one of each of these types; however, on the other hand, we 
have also encountered energetic, knowledgeable CATV peo- 
ple—with a franchise or an idea. Those we certify as legitimate 
generally do not have much money. From the entire field. we 
have tried to select the best equipped outside individuals to 
work with and the five commitments we have made seem to 
be with persons who have fulfilled the FEC-ITT requirements 
and criteria. 

At the rate we are moving we could reach a total ITT loan 
involvement of ten millions of dollars before the end of 1965 
and this could be extended by another ten million dollars during 
the first six months of 1966. As per our agreement, we will 
publish a quarterly report along the lines of this document. 
We will also issue biweekly and monthly reports which will be 
disseminated to approved ITT individuals. 

The FEC effort is moving along rapidly and an examination 
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of the opportunities where we have made commitments will 
indicate the broad scope of our undertaking. The spectrum goes 
all the way from the very small towns of New Jersey to the 
great cities of Seattle, Washington, and Birmingham, Alabama. 
In our New Jersey commitment of $1,350,000, we achieved the 
right to acquire 80% ownership which preserves for ITT the 
privilege of inclusion into the ITT consolidated statements if 
desired. In two other commitments we have rights to 60% 
ownership and in the fifth a 50-50 split with a buy-baek 
privilege to attain a possible 100% ownership. 

In order to avoid corporate indigestion, the effort has been 
momentarily slowed down so that the original five commit- 
ments could get underway with maximum FEC surveillance. 
Our FEC personnel will shortly be freed to resume the intensi- 
fied program of expansion which we have forecast. 

From the overview vantage point, we are pleased with results 
obtained to date and believe that our original optimism con- 
cerning the CATV business was warranted. With continued 
ITT support, we will move on to new opportunities; however, 
FEC wishes to point out that ITT Headquarters and particu- 
larly Joe Pospisil of Kellogg Credit have been most helpful, 


understanding, and, of course, highly responsive to the needs 
of FEC. 


[2140] II. Specrric Transactions COMPLETED TO Date 


A. Oswego, New York.—Unicable, Inc., Utica, New York. 

The amount of this loan is $400,000 and the FEC equity ratio 
will be 60%. 

B. Seattle, Washington—Northwest Cablevision, Seattle, 
Washington. 

This is a $700,000 loan and, here again, the FEC equity ratio 
will be 60%. 

Of interest here is the fact that Bradford H. Harrison, the 
borrower and operator of this deal, is well known to Kellogg 
Credit. He formerly ran a small upstate New York telephone 
company which borrowed money from Kellogg Credit. Also, 
it is believed that our FEC presence in the State of Washington 
helped to place us in a position of serious contention for the 
multi-million dollar AEC-Hanford Support Services contract. 
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C. Bridgeton, Hammonton, and Vineland, New Jersey.— 
Garden State Television Cable Corporation, Bridgeton, New 
Jersey. 

The amount of loan here is $1,100,000. However, we were 
able to negotiate an 80% equity ratio for FEC. This will enable 
ITT to consider future inclusion of this property into its con- 
solidated statement. 

Another advantage here is its location in New Jersey which 
is important during this initial phase of our operations because 
it will be possible for FEC to maintain close surveillance over 
the operators’ activities. 

D. Northfield, New Jersey —Mainland Community Antenna 
Television Cable Service Inc. 

The amount of loan here is $250,000. We were able to negoti- 
ate a complete buy-out of the principals and incorporate as a 
wholly owned subsidiary of Garden State Television Cable Cor- 
poration which will provide management services and also a 
spur from their business microwave network to service North- 
field, New Jersey, as well as their own. The addition of this city 
places FEC smack in the middle of the Alpine four city com- 
plexes, yet unbuilt, and with the only system providing micro- 
wave and off-the-air pickup of the key Baltimore Station (Colts 
and Orioles.) We hope to use this key system to enable FEC 
to pick off at least two of the four Alpine franchises. The same 
technique used here will also be used to acquire Millville, Glass- 
boro, Pitman, Cherry Hill Township, and hopefully, Wilming- 
ton, Delaware, using the same microwave system. 

{2141] E. Suburbs of Birmingham, Alabama.—Alabama TV 
Cable Corporation. 

The amount of loan here is $1,600,000. We were able to 
negotiate a 50-50 split with a buy-out provision five years from 
the date of the loan. 

The towns of Lenoir, North Carolina, and Athens, Alabama, 
are included along with eight suburbs of Birmingham, although 
they are each set up as separate corporate entities. 

The city of Birmingham has been set aside for the moment 
until the position of FEC in the franchise bidding can be eval- 
uated. FEC had filed on its own for the Birmingham franchise. 
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[2142] III. Proprem AREsSs 


Entry of our company into this field of community antenna 
television is, of course, accompanied by a certain number of 
problems faced by the industry in general. In outline form, the 
primary problem areas are set out as follows: 


A. HOLDNG COMPANY 


Opinion of tax counsel was sought as to questions which 
might arise if equity interest of the ITT affiliate would spring 
from the future exercise of stock warrants to control a Hold- 
ing Company, which in turn would hold the majority interest 
in a number of subsidiaries or operating companies. Counsel 
advised that borrowing subsidiaries might have interest de- 
ductions disallowed by the Internal Revenue Service and there 
would be an original issue discount imputed to the loans. The 
solution offered by counsel would be unworkable as a practical 
business matter because it would require that the Holding 
Company acquire at least 80% of the voting power of all classes 
of stock in each of the subsidiaries in order to file a consolidated 
return. 

B. COPYRIGHT ISSUE 


There are at present two pending cases in the Federal Court 
in New York City brought by United Artists and CBS re- 
spectively as owners of copyrighted film program material 
claiming that CATV operators infringe their copyrights and 
seeking monetary damages as well as complete injunctions 
against the future operations of the named CATV systems. 

At the same time, the U.S. Registrar of Copyrights is sub- 
mitting to Congress an overall revision to the U.S. copyright 
code, one draft of which attempts to extend the concept of in- 
fringement to CATV operations. 


C. MICROWAVE GRANT ISSUE 


A good number of CATV systems are unable to operate 
satisfactorily by picking up signals “off the air” and depend 
upon receiving signals from microwave common carriers, which 
are regulated by the Federal Communications Commission 
insofar as they extend service to CATV customers, FCC has 
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tions and also refrain from duplicating programs of these sta- 
tions fifteen (15) days before and after the programs are shown. 
As a result, every FEC loan to CATV operators who have filed 
requests for microwave grants is being conditioned upon reser- 
vation of major portion of loan advances until the operator pro- 
duces evidence of FCC approval thereon. 


[2143] D. POLE RENTAL ISSUE 


While telephone companies in nearly all states have pole 
rental agreements in effect whereby CATV operators are al- 
lowed to rent space on the poles, there are several difficulties 
faced in many individual cases: 

(1) Telephone companies in particular States sometimes at- 
tempt a “freeze” on granting such agreements, delaying the 
CATV operator who is building a system. For example, New 
York Telephone Company recently so interfered with General 
Electric plans in Schenectady, New York. In addition, telephone 
companies nearly always refuse to allow more than one CATV 
operator on the poles, and this can cause trouble even before 
award of a city franchise where one applicant procures a tele- 
phone company pole rental agreement. The Bell System is offer- 
ing a lease back plan in most cases to unsuccessful franchise 
applicants in the same city where a franchise has been awarded. 
In some recent cases this has forced the franchise holder to sur- 
render his franchise and the Bell System is then in a position 
to control CATV in such a situation. 

(2) Short Term termination features in these rental agree- 
ments put the CATV operator (at least theoretically) in the 
untenable position of being ordered “off the poles.” 

(3) Rental agreements sometimes destroy much of the po- 
tential of individual CATV systems by prohibiting extension 
into pay television, closed circuit television, etc. 


E. STATE REGULATION ISSUE 


Periodically, the various state legislatures have entertained 
bills to give state public utility commissions jurisdiction over 
CATV systems. Up until now these efforts have nearly always 
been unsuccessful. There is a tense situation in the State of 
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New Jersey where a bill is now proposed to place CATV under 
the Public Utilities Commission. FEC and other CATV opera- 
tors are following these events with great interest. 

The above areas are all well known to the industry group 
“National Community Antenna Association” which has been 
actively fighting the legislative and regulatory battle for 
some time. 


{2144] IV. Frnancran CoMMENT 


The attached charts represent a conservative basis for eval- 
uating the Financial Return to ITT utilizing the FEC Fi- 
nance/Service Package. 

Projected profit for 1965 takes into consideration the first 
six months costs prior to the achievement of any sales impact. 
In effect, ITT is entering the CATV business field recovering its 
full investment in Market Development Costs. 

Chart I. Financial Review of Unicable, Inc. 

Chart II. Financial Review of Northwest Cablevision, Inc. 
Chart III. Financial Review of Garden State Television Cable 
Corporation 

Chart IV. Financial Review of Mainland Community Antenna 
Television Cable Corporation 

Chart V. Financial Review of Alabama TV Cable, Inc. 

Chart VI. Consolidation of Five (5) Situations to Date 

Chart VII. Progress Versus Prediction 


[2145] V. Brier Review or CurRENT AND Fourure ACTIVITIES 
AND OPPORTUNITIES 


A. Large Companies Now Involved in CATV—Who Ex- 
pressed Interest in Service Support.—See Item 1. 

B. Service/Finance—Situations Where Minority Equity Of- 
fered, But Declined.—See Item 2. 

C. Service/Finance—Majority Equity—FEC.—See Item 3. 

D. Holding Company Concept.—See Item 4. 

E. Acquisitions and Franchises.—There are situations where 
direct control would be in the hands of FEC. See Item 5. 

F,. Summary of Pay TV Opportunities—See Item 6. 

G. Situations Investigated and Discarded.—See Item 7. 
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SALES PROGRAM TO DATE 


1. All leads submitted by KCC have been followed. Central 
Texas TV Cable Co. has been visited. A new lead, “King Com- 
munity TV,” being submitted by KCC will be contacted. 

2. All leads sent by ITT Headquarters management have 
been followed, including one on a New Jersey situation which 
turned out to be a broker. 

3. FEC preliminary acquisition evaluation study is under- 

way on Subscription TV and Skiatron Electronics and Tele- 
vision Corporation. 
[2146] 4. Three meetings were held with E. Fryman Group 
of Portsmouth, Ohio, which holds several interesting fran- 
chises, Negotiations were called off by Fryman after he was 
asked to prepare documents for Loan Committee on company 
by company basis. 

5. Meeting was held June 21, 1965 with Kamen Group, 
Houston, Texas, to discuss CATV in Southwest. This situation 
which does not include Austin, Texas, is being closely followed. 

6. Meetings with Rhode Island groups called off due to new 
State law regulating CATV. 

7. A corporation has been formed by a key Louisiana At- 
torney and named “Certified Signal of Louisiana Inc.” Fran- 
chise applications will be filed for all cities not as yet covered 
in Louisiana, In cases where other local applicants have filed 
and are due to receive franchises, recommendations will be 
made to them to join under the Certified Signal group. This is 
planned to be a 80%-20% split, with possible exception of 
Baton Rouge where it may have to be 70%-30%. 

8. A corporation has been formed in New Jersey by a key 
New Jersey figure called “Certified Signal of New Jersey.” This 
corporation will seek franchises in Essex, Bergen, Passaic, 
Union, Monmouth, and other counties. This is planned at an 
80%-20% split in most cases. 

9. A trademark has been copyrighted and all groups pres- 
ently working with FEC will use it on their trucks, advertising 
matter, and signs: 
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Cuarr I 


Unrcasxez, Inc. 
(CATV System—Oswego, New York) 


Summary of net income after tax (ITT) and analysis of return on investment 
{In thousands) 


Net after CATV Div. Costs). 
FEC—Value of Warrants. 


rp 
§ 
» 
® 
cn) 
8 


a: lel uslee [ 


9088 
300 
3238 

1 

3 
— 
148 

1 


Profit or (Loss) on Exercising 
Warrants.__. 


— 
$560 
#00 
160 

1 

161 
—o 
7 

1 

72 


~~] 
= 
gS 


1 This is current minimum selling price per subscriber on recent CATV System Sales (Overall 
range is $250.00 to $550.00 with an average of $400.00 per subscriber. 


528 


{2148] Cuart II 


NorrHwest CABLEVISION 
(CATV System—Seattle, Washington) 


Summary of net income after taz (ITT) and analysis of return on investment 


{In thousands] 


Ist 
Year 2nd ard 4th 5th 6th 7th 8th 
(6mo. Year Year Year Year Year Year Year 


od) 


Source of Income After Tax: 
Kellogg Credit—Interest .75%.. 
FEC—Turnkey Contract 2.00% 

(Net after CATV Div Costs) . 
FEC—Value of Warrants 


Investment: Kellogg Credit Loan 
(Cumulative Average) 


Return on Investment (percent) (If 
warrants are exercised & CATV 
System {s sold for $250.00 per sub- 


Determining Value of Warrants: 
Number of Subseribers 


Estimated Fair Market Value of 
Subscribers @ $250.00 each 1... 
Less—Loan Due KCC 


Proceeds from Sale... 
Cost to Exercise Warrants, 


Total Proceeds... 


60% of Total Proceeds (Less 25% 


Profit or (Loss) on Exercising 
Warrants, 


1 This is current minimum selling price per subscriber on recent CATV System Sales (Overall range 
1s $250.00 to $550.00 with an average of $400.00 per subscriber). 
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[2149] Cuart III 


Garven State TV Casie Corporation 
(CATV System—Bridgeton-Vineland-Hammonton, New Jersey) 


Summary of net income after tax (ITT) and analysis of return on investmen, 


(In thousands) 


1st 2nd ard 4th Sth 6th 7th 
year year year year year year year 


Source of Income after Tax: 
Kellogg Credit—Interest ,75%.. 
FEC—Turnkey Contract 2.00% (Net 
after CATV Div. Costs). 
FEC—Value of Warrants. 


Total Income After Tax, ITT. 
Investment: Kellogg Credit Loan (Cumula- 
tive Average) 


Return on Investment (percent). (If warrants 
are exercised & CATV System is sold for 
$250.00 per subscriber) 

Determining Value of Warrants: 

Number of Subscribers (in units) 


Estimated Fair Market Value of Sub- 
seribers @ $250.00 each 
Less—Loan Due ECC 


Proceeds from Sale... 


1 This is current minimum selling price per subscriber on recent CATV System Sales (Overall 
range is $250.00 to $550.00 with an average of $400.00 per subscriber). 
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[2150] Cuarr IV 


Marnuanp Community ANTENNA TV Case Servicz, Inc. 
(CATV System—Northfield, New Jersey) 
(A Proposed Subsidiary of Garden State TV Cable Corporation) 


Summary of net income after tax (ITT) and analysis of return on investmen, 


Source of Income After Tax: 
Kellogg Credit—Interest .75%... 
FEC—Turnkey Contract 2.00% 

(Net after CATV Div. Costs). 
FEC—Valno of Warrants........ 


Total Income After Tax—ITT. 
Investment: Kellogg Credit Loan 
(Cumulative Average). ........... 


Return on Investment (percent) (If 
warrants are exercised & CATV 
system {s sold for $250,00 per sub- 
seriber)... 

Determining Value of Warrants; 

Namber of Subscribers (in 


Estimated Fair Market Value of 
Subscribers @ $250.00 each 1... 
Less Loan Due KCC 


1 This is current minimum selling price ber subscriber on recent CATV System Sales (Overall 
range 1s $250.00 to $550.00 with an average of $400.00 per subscriber.) 
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(2151) Cuart V 


AvaBaMA TV Case Corp. 
(CATV Systems—Birmingham, Alabama suburbs, Athens, Alabama, and 
Lenoir, North Carolina) 


Summary of net income after tax (ITT) and analysis of return on investment 


[In thousands] 


First Seo- Third Fourth Fifth Sixth Sev- Eighth 
FO ee ee (FO! TOR Fee Cay Tee 


Source of Income After Tax: 
Kellogg Credit—Interest (.75%). 
Federal Electrico~Turnkey Con- 

tract (2.00%)... 
Federal Electric—Value of War- 


Return on Investment (percent) (If 
‘warrants are exercised and CATV 
System is sold for $250.00 per sub- 
4.7 
Determining Value of Warrants: 
Number of Subscribers (in 
units)... 6 13, 280 


Estimated Fair Market Value of 
Subscribers @ $250.00 each 1__ 
Less Loan Due KCC. 


Profit or (Loss) on Exercising 
Warrants... - 


1 This is Current Minimum Selling Price Per Subscriber on Recent CATV System Sales (Overall 
Range 1s $250.00 to $550.00 with an Average of $400.00 Per Subscriber). 
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[2152] Cuart VI 
CATV Systems—ConsoLipATED 


Summary of net income after tax (ITT) and analysis of return on investment 


{In thousands) 


First Sec- Third Fourth Fifth Sixth Sev- Eighth 
year ond year year year year enth year 
year year ‘ 


Source of Income After Tax: 
Kellogg Credit—Interest (.75%) - 
Federal Electric—Turmkey Con- 
tract (2.00%) (Net After CATV 
Division Costs) 
Federal Electric—Value of War- 
rants_... 


TotalIncome After Tax—ITT_ 
Investment: Kellogg Credit Loan 
(Cumulative Average). EB 


Return on Investment (percent) (If 
warrants are exercised and CATV 
System ts sold for $250.00 per sub- 


Determining Value of Warrants: 
Number of Subscribers 
units)... 


Estimated Fair Market Value of 
Subscribers at $250.00 each 3... 


Cost to Exercise Warrants... 
Total Proceeds... 


Portion of Total Proceeds Ap- 
plicable to FEC Warrants 
(After 25% Capital Gains 


Profit or (Loss) on Exercising 
Warrants... eee 


1 This is Current Minimum Selling Price Per Subscriber on Recent CATV System Sales (Overall 
Range ts $250.00 to $550.00 with an Average of $400.00 Per Subscriber). 
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[2153] Cuart VII 


Federal Electric Corporation, CATV Division—Progress status highlights as 
compared to original CATV projections submitted to ITT headquarters 


CATV activity to date, CATV projections on 
June 30, 1965 finance/service only for 
year 1965 


CATV Operating Companies: 
Potential Number of Subscribers on System 
in Five Yoars...........0-20cneeeeeeeeeee 
Loans From Kellogg Credit Corporation 
(Total Requirement) 


Loan Dollars Per Subscriber: 
For Plant Installation. 
For Working Capital... 


Total Loan Dollars Per Subscriber... 


Federal Electric Corporation: 
Potential Sales Income in 1965: 
For Plant Installation. 
For Maintenance Service. 
Potential Sales Income in 1966 on 1965 Input 
Only: For Plant Installation. 
Estimated profit in 1965: 
Pre-Tax Profit (Before Div. Exp.) 
CATV Divisional Expenses 


Net Profit After Taxes., 


1 Actual Plant Costs Include a Microwave System in South Jersey and a Special Transmission 
(Long Cable) System in Alabama at an Approximate Cost of $150,000 Each. No Provision was Made in 
the CATV Projection for this Type of Equipment. 
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[2161] 6. SUMMARY OF PAY TV OPPORTUNITIES 


It is a generally accepted rule in the CATV industry that the 
way into Pay TV is by having a transmission grid of CATV 
available when the day comes. However, it is also necessary 
to have the equipment in the CATV systems designed to allow 
the transition with a minimum of cost and a minimum of 
fanfare. 

Secondly, there are plans afoot, and in some areas already 
underway, to have a Common Carrier Microwave System cover 
the entire United States, independent of the Bell System, to 
interconnect the grid of CATV cable systems. 

It appears that Pay TV is not as far away from being a 
reality than three to five years. The opportunities for ITT are 
threefold: (1) Equipment; (2) CATV Grid; (3) Pay TV itself. 
1. Equipment 


Federal Electric Corporation is working within ITT to de- 
velop the following products for the market: 


a. Cable-Aluminum Sheath Coaxial Cable. 
b. Digitor—could be a key in eliminating the need for a 


second set of wires to read off meters, trigger device to activate 
receiver and, perhaps, as a basis to develop a new system in 
competition to the costly Lear Siegler System, Zenith Phone- 
vision System, and the Paramount Telemeter System. 

c. Connectors—ITT Cannon. 
2. CATV Grid 

As Federal Electric expands into the CATV field, the systems 
are being designed to minimize the cost of conversion into Pay 
TV. One of the advantages of the Finance/Service Package is 
the responsibility being held in FEC itself to construct the new 
program, where it can design into ITT products. 


3. Pay TV 

a. Montreal, Canada. A conference is being held with the 
principals concerned with Pay TV in Montreal on July 15. 
Montreal has some six companies who are to be joined to- 
gether to form the basis for a Pay TV experiment. Federal Elec- 
tric Corporation has been asked to [2162] participate in this 
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and may be able to acquire the key CATV properties in Mon- 
treal where the signal will be generated. 

b. San Juan, Puerto Rico. Here, ITT is in an excellent posi- 
tion to incorporate Pay TV, CATV, and Hotel information TV. 
A visit is planned to Puerto Rico with Bill Goodnow, who came 
to ITT with the plan and a consultant, Charles Clemmens. The 
visit is slated on July 9 to July 14 and a subsequent report will 
be generated on this subject. 


[2163] 7. Situations investigated and discarded 


Company Reason 


Central Texas TV Cable Co. Towns too small and equity offered 
by principals not enough to satisfy 
FEC requirements. 

TV Cable Co. of Space City. Alamogordo, N. Mex. Equity offered by principals not 

enough to satisfy FEC requirements, 

Alpine Cable Television Inc. Southwest New Jersey..... Equity offered by principals not 

enough to satisfy FEC requirements, 

Pioneer Cablevision, Lex- Suburbs of Lexington,Ky. Principals dealing with FEC did not 
ington, Ky. appear to be good ITT Management 

material. 

TV Selection Corp., Mer- Meridian, Miss., and several Equity offered by principals not 
idian, Miss, other Mississippi fran- enough to satisfy FEC requirements, 

chises, 

Multichannel Cable Co., 

Portsmouth, Ohio: 

(a) Acquisition of CATV FEC was not prepared to go into acqui- 
system, Portsmouth, sition programs. Study and visit 
Ohio ‘was made after system was sold to 

Reeves Broadcasting Co. for 150,000 
shares of Reeves’ stock plus approxi- 
mately $450,000 of debt retirement. 

(0) Reeves Broadcast- Mr. Fryman whose group now holds 
ing Co., New York 150,000 shares of Reeves’ stock tried 
City to put ITT and Reeves together— 

evidently to give his 10% holding of 
Reeves’ stock leverage. Day after 
frst visit of Mr. Drayton Hastie to 
FEC, stock of Reeves moved up- 
wards sharply, There is a feeling at 
FEC that it was probably a move 
by insiders either at Reeves or Multi- 
channel. 

[2164] 

Holding company concept Varied Midwest. «+. Multichannel has been overextending 
exploration with Mr. Fry- themselves in the acquisition of 
man spokesman for Multi- franchises. We offered to explore 
channel. situation by situation, on an Operat- 

ing Company Loan concept rather 
than a Holding Company concept. 
As this was unacceptable to the 
Multichannel group, negotations 
were broken off. 

Bytown Cable TV Co., Ltd., Ottawa, Canada. Offers 25% equity to ITT which was 
Ottawa, Canada. not adequate for Canadian involve- 

ment. 

ns 
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[Federal Communications Commission exhibit No. J-120; 
presented by Justice Department] 


BEST COP" 


from the origi: 


17 September 1965 


The following reflects an updating of the report dated 25 June 1965. %& 
includes the following: 


1, Specific progress made on each of the transactions 
completed to date. 


2. New transactions. 


3. Situations which do not appear of prime value to ITT, 


( AVAILABLE 
val bound volume 


o_ transac! 
in w Yorks 


A. Ground broken 17 September 1965 for tower, road and building. 


*) B. All equipment has been ordered, including the following: 


1. Viking cable 
2. Kaiser Amplifiers 
3. Stainless Towers 


4. Jerrold Head End 


C. Contract will be let by 25 September 1965 to sbt].500 poles a5 a xe 


New York Bell Telephone has refused access to thelt . 
NOTE: Unicable has a basis of suit for Restraint of Tr: 


D. Completion date of system estimated at 30 November 1965. 
E. Pre-sold subscriptions - 600. 

le, Wi o west lev 
‘A. Principal is presently operating system. 

Loan closing date = 25 September 1965. 


Franchise has been transxerred and plant can be expanded to pass 
An front of 50,000 homes. 


Application has been made for microwave service bringing the 
Los Angeles Independent Channels. 


Loan will probably be expanded from $700,000 to $2..000,000, 


Subscriber count has gone from 1,150 to 1,700 since negotiations 
were started. _—— a 
—_— 


ress made on each of the transactions completed to date (Cont'd.) 


3. Bridgeton, Hammonton and Vineland. New Jersey - Garden State Television 
New Jersey 


A. Bridgeton - Two thirds built, part of system on air = 350 subscribers 
on line. Schedule completion date set for 1S October 1965. 


B. Hammonton - Presently under construction by Entron who held original 
Contract with principals. Scheduled completion date 30 November 196$. 


c. 


| 


D. Microwave equipment scheduled to be installed 27 September 1965 with 
on-the=sir date scheduled 11 October 1965. 


£.// Principal has applied in fifteen other South Jersey commu; Li 
a 
— 

F 


| is approved to com: offered, 


+ Negotiations for Millville, New Jersey, have been underway, however, 
4. Northfield, New Jersey - Mainland Community Antenna Television Cable 


Present owners of franchise are holding out until Bell Telephone Tariff 
4 New Jer: 


Principal is tied up in Litigation for Breach of Contract with Alpine Cable= 


lvision Inc. and Jerrold Corp. Loan was ¢ will not take 
| ction to finalize funds until litigation is settled, 


Ss. ham ma_~ 3. 


After FEC had a signed agreement with the principals, the Alabama TV 
Cable Corp. received a deal from Stromberg Carlson Go. which offered 
them a lower interest rate and asked for no equity. Alabama principals 


/ AVAILABLE 
al bound volume 
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objected to KCC interest rate anc buy-back provision, It is not considered 
advisable to pressure them by legal action to go through with their commit- 
ment. It seems to be 4 question of “Southern Honor” versus the dollar sign - 
and it looks like the dollar sign won. We do not plan to force them to go 
through with their promise a3 it would be a negative situation since we would 
have reluctan: cooperation. 


Transactions - Re: 


hw 
: 
"An agreement has been reached with Southwest CATV, Inc. for KEE to finance, 
lor the entire Southwest c 
3 complex largest CATV system in 


TIT equity - 55% - 45% to principals,with buy-back provision of up to 80% 
of stock. 


Franchise presently includes: 


Brownsv 
McAllen 
McAllen. 
Edinberg 

PS 


Ta ingen 
in Benito. 
eee 
Engineering survey presently underway and due to competition, FEC, when 
loan is approved, must start building immediately. 
Loan required $1.5 to $3.0 million, 
2. Phonoscope - Houston, Texas = NASA Site 
Phonoscope is @ Corporation that is building a CATV system in Nassau Bay, 


community across the road from NASA. The franchise extends to Clear 
‘Lake City and this system has not 4s yet been stared. 


Q Kellogg Credit Corp. has # $117,000 loan to them which represented 80% 
of their financial acquirement.. holding @ 10% minority position in the 
corporation. 


BEST COP’ 
from the origir 


Ol CJ i] 


Phonoscope has suffered from poor management and poor technical 
Planning. 


FEC has negotiated with them for a 80% equity position for which re- 
financing will be necessary. For this, Federal will rebuild the system, 
build Clear Lake City and take total responsibility for the promotion, 
management ani of franchises of agreement 8 


elopers inthe area. System he ellent potential. Bloc! out 
Sporting events from Houston are picked up from Galveston. 
Puerto Rico Cablevision - Certified Signal Corp. , Sen Tuan, Puerto Rico 
Puerto Rico Cablevision - Certified Signal Corp. was formed by principals 


formerly associated with the Hearst Broadcasting Corp. - WISN TY Milwaukee, 
‘Wisconsin. Corporation was formed to build a: 


4. | Hotel Information CATV System servicing the 4.500 hotel rooms in 


San Juan. 


b. { Extend system to include approximately 6,000 apartments and homes 


This system, when expanded, will have a good potential in other areas 
of the Island, especially the Fajardo area. 


‘Will serve as a basis for Pay TV if and when TV transmission by satellite 
becomes a reality. 


Puerto Rico Telep! cooperative. 


/ AVAILABLE 
a! bound volume 


ATV STATUS REPORT - 


Aplan has been generated to have 5 company formed in Illinois which 


will acquire the assets of Telzyision Trani Company and Mid- 


west Microwave of Peru. Ilinois. 
OS 


The complex presently has $309 subscribers on. the line and three 


customers on th ave. Televi = Sission Company has 
St been awarded the franchise {6r Freeport, Illinois an ITT Bell and 
Gosset location. FEC assisted {n the franchise application with KCC 


making the financial loan conmitment. 


Negotiations have started and the aim of FEC is to have (1) 80% warranties 
in the new company, (2) a turakey contract for the expansion of the microm 
wave into at least 16 new customer areas and CATV turnkey contracts :oF 


pea ae ‘and (3) any others resulting from ine 

a ctomsprSsently being submitted by Television Transmission Companye 
Total loan reguiremen’. ea minimum 61 $2,600,000 to a maximum of 
SH, 000.090 


Arrangements have been made for EXC to tines dconstruct all CATY 
syster >. ei mire in the Providence area. A franchise 


has already been awarded in North Providence. 
gma A eye Pawtucket, Cranston, Providence and Johnston. 
Wire and Cable have been helpful with the local authorities. 


Equity split will be 80 - 20%. The Providence area is a prime ares for. 


ae: SL on 
ee 

General Electric Corp. still deadlocked in Schenectady, N. Y. 

Newhouse Broadcasting Corp. in competition with ITT. ua ‘ 

Ention - now tied up with Stromberg Carlson. 


Multichannel TV of Dalton - Georgia - terms were unacceptable. 


te —No a tz 


Full channel TV Inc. of Rhode Island - negative check-out. 


Central Texas TV Cable Co., Corsicana, Texas not enough equity 
available for ITT interest. 


Vermilion Community TV Cable Co., Abbeville, Louisiana. Majority 
control for ITT unacceptable to principals. 


TV Cable Co. of Space City, Alamorgordo, New Mexico. Not enough 
equity availabie for ITT interest. 


Alpine Geophysical, Alpine. New Jersey - they have made 4 deal for 
50 = $0 split with Jerrold Corp., Philadelphia, Pennsylvania. 


Cable Video, Bay Springs, Mississippi - FEC did not feel that Cable 
Video had adequate management strength. 


ng Community TV, Houston, Texas - Principal has also been entering 
into “lease back” deals with the Bell System. FEC did not want to enter 
shis kind of situstion. ¢ 


Clark County Cable Co., Las Vegas, 
enter any “lease back” desls with 


as monagers. 


ee ; 
( AVAILABLE 
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[FeperaL ComMUNICATIONS CoMMISSION EXHIBIT No. J-121; 
PRESENTED BY JUSTICE DEPARTMENT] 


NoveMser 1, 1965. 


[2173] Memorandum to: Mr. J. Guilfoyle. 
Re, CATV. 
JACK: 


The CATV field is one of the most rapidly growing and, by 
many evidences, one of the most potentially prosperous for the 
future that we could look into. 

Per your recent report we have committed, or will have spent 
by year end, $10 million in support of new operating franchises. 
The question now arises as to the future rate and amount of 
acquisition beyond this. 

At the same time, there are a number of factors in this new 
industry, from an operating standpoint and from regulatory and 
other relations standpoints, particularly in relation to tele- 
phone companies, many of whom are our customers, which 
raise a number of important imponderables. Some of these 
may become also important risks to the recovery of the in- 
vestments made in this field. 

The work done to date by your division I think is outstand- 
ing in its ability to move fast and “nail down” the locations 
developed. 

However, in order to have a full understanding of the nature 
of this entire business which we have been investing in, and 
its import on other areas of the company, it is desirable to 
have a good discussion among the top management group so 
we all have an understanding of the potential risks and. more 
importantly, of the day by day developments as they may 
affect the outlook for the field. 

Since the subject, at this stage, does not lend itself to a 
simple writeup, I suggest we have a discussion meeting on Tues- 
day, November 2nd, starting at 2:30 p.m."Everyone should be 
able to get free in time to vote that evening if they need to. 
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I suggest the following people attend this discussion and 
copies of this memorandum will be sent to each. 

The attached is for general “pre-thinking”’. This discussion 
will eliminate the necessity for any discussion in depth at the 
Business Review on Friday, as I think it would take too much 
time at that point. 

H. S. GENEEN. 


(2174] Novemser 1, 1965. 
Distribution—CATV: 

Mr. H. Perry 

Mr. J. Pospisil 

Mr. R. Kenmore 

Mr. Girard (consultant) 

Mr. E. Gerrity 

Mr. R. Brittenham 

Mr. H. Aibel 

Mr. R. Chasen (additional if Mr. Chasen wishes to bring) 

Mr. J. Hanway 

Mr. H. Knortz 

Mr. H. Busignies (or Mr. Cookson or representative of 

Technical Dept.) 

Mr. J. Thompson 

Mr. E. Peterson 

Mr. P. Richards 

Mr. R. Bennett 


[2175] Novemses 1, 1965. 
CATV Pre-Discussion Nores ror Review 


Our program, to date, as was agreed on earlier in the year, 
is to finance local franchise operators of good character and 
ability who are able to obtain franchises from the communities 
we are interested in and to do this on a promissory note basis 
which, after payment, leaves us with warrants which can be con- 
verted into operating control. 

In general, the investment by the franchise operator himself 
will be minimal and our security, therefore, lies in the operating 
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franchise and its value. There is some salvage value in the 
equipment. 

In addition, we would intend to manufacture and sell cable, 
amplifiers, head end equipment and possibly “slave type” TV 
sets, etc. 

The industry is very new and many new problems develop 
from day to day. Some of the legal problems developing lie 
in these areas: 


(a) Future copyright control. Suits have been filed by 
CBS and United Artists. 

(b) FCC regulation of program material and practices. 
Recent FCC ruling aimed at “broadcasters” forbids show- 
ing in a local area for two weeks before and two weeks after 
a local VHF TV station carries the program. The CATV 
industry takes the position that they are not “broadcasters” 
and that this does not apply to them. This point has not 
been established, but would be a material problem if it were. 

(c) A number of the public utilities, particularly tele- 
phone companies, have filed for rates and tariffs with the 
intention of investing in the equipment on their poles and 
renting same on a non-exclusive basis to CATV operators. 
It is said they wish to control the equipment from the head 
end to the connection in the house. It is stated that they 
intend to control the programs and other activities of their 
lessees. Whether, under these conditions, telephone com- 
panies could insist on program control or the giving up of 
any rights by a lessee which were not in conflict with by 
either State or Federal regulatory commissions is a question 
or, even if given up, whether they could be enforced as 
against such regulations. 

(d) On the other hand, with “fair” agreements, renting 
of such equipment from the telephone companies may be a 
much more feasible and less expensive way for us to get 
into such franchises and allow us to move [2176] further 
with less investment, provided the rentals are based on the 
telephone companies’ investment and are not contingent 


on our efforts or profitability. This raises the question as to 
what “kind of charge” the telephone companies would be 
allowed to make by regulatory authorities. 


There are other questions which have to do with “security” 
of our franchises. The need to get exclusive franchises from one 
town or exclusive pole licenses, etc. Obviously, the opportunity 
to rent a system from telephone companies on a “non-exclusive 
basis” leaves additional competitive possibilities where ex- 
clusive franchises are not owned. This raises the question of size 
of commitment we will make on a non-exclusive basis or in re- 
lation to risk factors. We need to identify and review the risk 
factors in relation to the size of each investment. 

Another factor of the “security” of our franchises may lie 
in the type of standard agreement we insist our franchise op- 
erator sign with each subscriber. Clauses which might be en- 
forced as to cancellation for the purpose of entering a competing 
CATV network after having underwritten the erection of our 
network is typical of problems which might be involved here. 

In another area lies the whole question of determining the 
stability of these franchises in terms of its “service utility” to 
the subscriber for example “fringe areas”, better color, “more 
stations”, “cheaper than erecting a TV antenna”, i.e. “why 
will the subscriber stay?” 

None of this has yet been checked out in our own operations 
but we have comparison from other areas. It is important to 
develop a basic format to check out “service utility” and, there- 
fore, stability of the franchises before we get commited to them. 
In the same area a question should be raised as to how long 
franchise CATV customers can be expected to continue or re- 
new their agreements under varying economic and reception 
conditions in the future. The development of future color sets 
by the manufacturer, for example, or increased powers of trans- 
mission by the broadeaster, have something to do with the 
length of the “service” utility of CATV. 

There is considerable discussion of possible future pay TV, 
also closed circuit TV and use of CATV for local emanation of 
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programs. Also, use of CATV networks for reading meters, use 
of CATV for burglar alarm systems and even possible use of 
CATV networks for two-way communications. Somewhere in 
this area also are “picture phones” which are already part of 
telephone company plans and which could become “CATV” in 
itself. There are, therefore, many pending conflicts in these 
areas, the trend of which and regulations thereof must be 
watched. 

[2177] The whole geographical question of urban vs. rural 
markets, what sections of the country, etc. become of impor- 
tance, particularly in respect to possible future advertising or 
other closed circuit revenues. 

Weare investing $10 million and possibly more in non-proven 
operating franchises in a new industry with the expectation of 
returns four or five years from now. The effect of projected 
cash flows, earnings, etc. by year are a part of the effect of the 
problem on the company. 

Also, the possibility of ownership of “transmission channels” 
from one CATV area to another (with FCC approval) and the 
possibility of creating a network linking whole areas of local 
CATV’s franchises and possibly further marketing of the 


services of the group. 

This brief memo is intended to indicate that while there are 
large potentials there are also possible high risks in such a new 
industry and to give some impression of the nature of the 
discussion on Tuesday. 


H. S. Genzen. 


[2178] [Federal Communications Commission, Exhibit No. 
J-122; presented by Justice Department] 
Novemssr 2, 1965. 


Memorandum To: Mr. H. 8S. Geneen. 
Subject: CATV. 

In response to your memorandum of October 27 which raised 
& series of questions and thoughts on CATV, Bob Chasen has 
prepared for my signature the attached memorandum of reply. 
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It is structured to restate your question with the answer 
directly below. 
J. W. Gurroxie. 


(2179] 1. InoteSkiatron is involved in both Queens and New 
York. I see figures of $10 to $20 million respectively. I also 
notice some discussions with Mr. Pat Weaver. I would like to 
discuss this whole area with you for two reasons: first, it is a 
major investment area, and, second, I have had some ap- 
proaches through a political area as to our doing business with 
Skiatron. Also, I would like to know what Mr. Weaver’s inter- 
est in this program is. 

Skiatron Electronics and TV Company, 60 East 56th Street, 
New York, New York, is owned primarily by its founder and 
President, Arthur Levey. The attached draft of Skiatron’s pro- 
posal to ITT is self-explanatory. As far as is known, Skiatron 
manufactures no products but holds several alleged valuable 
patents and copyrights. Basically, their prime asset is the 
patent to manufacture a “black box” which operates from pulse 
signals which can be earried simultaneously with the video 
signal over a coaxial cable. Skiatron has also filed for a franchise 
which is in the Rego Park, Forest Hills section of Queens. 
Skiatron’s black box was utilized by Subscription TV, which is 
Pat Weaver's company, in its effort to implement Pay-TV in 
California. The Skiatron black box was manufactured by Lier- 
Siegler, Inc. under a special license agreement. The intentions 
of Skiatron are in the attached memorandum, It is our under- 
standing that Pat Weaver would like ITT to invest in or buy 
Subscription TV Inc. Since Pay TV is suspended in California 
because of litigation, Mr. Weaver, as an interim measure, 
would like ITT to take over for consideration Pay TV-CATV 
grids in the Los Angeles and San Francisco areas. Mr. Chasen, 
Mr. Levey and Mr. Weaver have been in frequent touch with 
each other and a meeting is scheduled amongst them on 11/10 
next. It is suggested that before ITT Headquarters meetings 
are held with these individuals, that the preliminary meeting 
on 11/10/65 be held. 
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2. The financial projections attached are in terms of a 
mythical $250 per subscriber for which we intend to sell the 
company. 

Reference is made to a “mythical” 250 per subscriber for 
systems or parts thereof, sold by ITT. The price or value per 
subscriber is only a term used for simplicity or convenience. 
Actually, the present value of systems is based upon. the 
following formula: 

[2180] 

a. For evaluating a franchise (where a system has not 
yet been built) an accepted current practice is to multiply 
the total of the first four quarters of positive cash flow 
by seven. 

b. For a mature operating system the current practice 
is to multiply cash flow* by a factor of from six (6) to 
nine (9) depending on several conditions including growth 
left. : 

c. During the first two (2) or three (3) years a CATV is 
operating, it is difficult to establish a formula for deter- 
mining market value. No standard formula has been 
evolved by CATV brokers. 

3. Since under (2) if we do not not exercise the warrants on 
the assumption that we are not in control, there is no question 
of consolidating either profits or losses. From the standpoint of 
the collateral and risk involved, we have to have not only pro- 
jections of subscribers, but also operating expenses and net 
profit by year. It is unrealistic to talk about an investment of 
$10 to $20 million based on future sales values as the attached 
memo does, without any reference to the underlying earnings, 
since this is the only security. 

As shown in the FEC presentation, individual systems op- 
erate normally for the first two (2) years with repayment of 
interest on the KCC loan only. In most cases, the first and sec- 


Cash flow definition used is net profit before interest, depreciation and 
taxes. 
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ond years are at an operating loss which is anticipated and 
covered in the loan application. In the third and subsequent 
years, income from the system is utilized to repay interest on 
the KCC loan with the balance being applied to repayment of 
the principal amount thus building equity in the system. A nor- 
mal full payout occurs in the seventh year with subsequent 
years at a true profit. 

4. Do we have any commitments on the equipment that we 
will use, or can we use our own manufacturer. 

A few commitments have been made where it has been neces- 
sary in the interest of making a specific deal (i.e., Entron was 
guaranteed equipment sales in Garden State Television Cable 
Inc. because they originally brought the principals to us). 
However, we have made it clear to all in the equipment/cable/ 
components business that we have no interest in entering into 
exclusive arrangements and that wherever possible we will use 
ITT manufactured equipment. 


[218i] 5. What is the story in Louisiana in general. because I 
think this is one where we would have some strength. 

Through contacts in ITT Public Relations, FEC was brought 
in contact with the law firm of Foil, Gill & Beckner. We ne- 
gotiated an agreement whereby we would provide them with 
general support in seeking CATV franchises, marketing re- 
search, assist in making franchise applications, city council 
presentations, etc., as well as arm them with KCC loan com- 
mitment letters. In return, we would participate on an 80/20 
majority basis (except in Baton Rouge, La., where it would be 
70/30 ITT), receive all turnkey business and manage the sys- 
tems. To date, we have provided full support but no specific 
deals have yet materialized. 

6. Who is Mr. Adler in the proposed $50 million program? 

Mr. M. William Adler is a prominent figure in the CATV in- 
dustry, one of the industry’s leading consultants, majority or 
minority owner and operator of several CATV’s, and a past 
member of the Board of Directors of the National Community 
Television Association. FEC has done an extensive background 


506 


investigation and financial checks of this individual which have 
resulted in favorable reports. Mr. Adler has been used as 2 
consultant in CATV on at least six (6) different occasions and 
FEC has been well-satisfied with his services. Mr. Adler pro- 
posed to FEC that he and five (5) colleagues form a holding 
company for which he projected $50 million of CATV business. 
He said he could recruit the five (5) best CATV experts in the 
business to work with him under the ITT holding company 
concept. This program was not feasible because of restrictions 
placed on the holding company concept by Davis Polk. 

7. The Bahamas might well be a profitable area if you could 
offer mainland programs as there are a lot of fairly important 
users including a complete hotel complex not unlike the Puerto 
Rico plan that you mention in this report. I would like to sug- 
gest that this be investigated promptly, particularly if the 
Puerto Rico plan is successful. 

During 1965, FEC had two (2) responsible representatives 
visit the Bahamas for the purpose of evaluating whether or not 
this was a suitable area for investment. It was felt that this 
might well be a profitable area; however, there were transmis- 


sion problems and political problems which placed the Bahamas 
in an area of lower priority for FEC. A re-examination of these 
prospects will be made before the end of 1965. 


[2182] 8. The interconnecting communications carrier is a 
very interesting field in the sense of giving a key position in 
relation to any later advertising, etc. In some respects, it may be 
a key area in that it would put you in a position of representing 
in the marketing field CATV operations that we do not own. 
I’d like to see more of what this consists of. 

FEC has consummate interest in acquiring interconnecting 
communications carriers and has looked at systems in Illinois, 
Florida and in the Texas southwest. FEC needs to establish an 
arrangement with ITT Headquarters to facilitate the acquisi- 
tion process as it relates to this type of system. There is no ques- 
tion, insofar as FEC planning is concerned, about the desirabil- 
ity of acquiring such systems; however, maximum attention at 
this point in time is being devoted to the acquisition of CATV 
systems. The development of FEC progress in 1966 and 1967 
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in the CATV field will undoubtedly include situations involv- 
ing the possible acquisition of microwave carrier systems. 

9. Some general questions: Who makes the legal reviews for 
each franchise, including the terms, etc., before we invest our 
money? 

Exhaustive legal reviews are made by attorneys from FEC, 
KCC and Davis Polk. Presentation of all documents and vari- 
‘ous opinions of counsel are a pre-requisite to signing loan 
documents which precede the first draw down. 

10. By separate memo, copy to you, I will ask John Thomp- 
son to get busy on the developing of our own equipment, cable, 
amplifier, and stations and the possibilities of a cheaper “slave” 
TV set for color. 

This would appear prudent in view of market predictions (see 
details in FEC CATV presentation). 

11. Who examines the operating franchises to be sure that 
they are (1) exclusive, (2) adequate length of time and con- 
tain all requirements we would need should we become the 
direct owner. 

Only six (6) percent of the franchises in the CATV industry 
are exclusive. Practically all franchises are non-exclusive and 
their exclusivity is attained by virtue of investment and build- 
up of service. Pole attachment rights are also non-exclusive; 
however space on poles is limited and it is difficult to conceive 
[2183] of more than one (1) operator using the same poles. 
Franchises and pole lease agreements vary in time; however, 
no cases are known where a city council or a municipal con- 
trolling body has ousted an incumbent. If a CATV company 
provides poor service, the risk of retaining exclusivity becomes 
higher. To sum up: it is the nature of the business to work with 
non-exclusive franchises and with pole lease agreements which 
contain the open possibility of competition. On the basis of 
experience, however, no serious problems have yet arisen in this 
regard within the CATV industry. This is a known risk area 
to which the entire industry is exposed. Since the liability is 
shared by the industry, there is a common conviction in the 
CATV industry that federal and in some areas, local, regula- 
tion will become dominant and will serve to protect the CATV 
operator. 


278-719-6734 
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12. I think the question of policy of leasing lines from the 
Bell System and others should be examined and we should de- 
velop a policy against the points you are concerned about, 
namely, lack of exclusivity, control of programs, ete. Many 
of the independents will be guided by the recent USITA policy 
which tends to control the facilities on the theory that they 
are protecting their present franchises. I am not at all sure that 
you could not work with these companies if you had the right 
agreement. In the case of the independents, they will also rep- 
resent markets for equipment. In the case of CATV areas, they 
may well represent the cheapest way to move for a period. I 
think this policy area should be thoroughly investigated from 
both an operating and legal basis. 

FEC has already instituted the following action: 


a) Analyzing Bell’s lease-back tariffs to determine 
economic feasibility of using this means to provide CATV 
services. 

b) Where the telephone company refuses a pole lease 
contract, determining the restraint of trade implication. 

c) Prepared a memorandum to all independent tele- 
phone companies expressing the desire to assist them in 
entering the CATV market via FEC/ITT engineering, 
financing, installation, construction and other services plus 
ITT products (when they become available). See actual 
letter in FEC CATV report. 

d) FEC has been available to make deals with tele- 
phone companies; however, none have been available. 
Preliminary investigation indicates that the telephone 
companies have not yet offered a fair proposition which is 
attractive to FEC. 


[2184] 13. I would like to see a basic analysis on why we 
feel this is a good field and why it will stand up over a period 
of time. This should involve some real objective analysis of the 
improvement in color programs by use of cable TV versus 
whatever projected improvements there are to be in the sets 
themselves, etc., assuming that you are now working on the 
theory of color versus fringe reception. Again, I would like to 
have this whole question of the future projected against. what- 


559 


ever you think are the requirements filled by CATV so that 
we can get an idea of the ultimate scope of the entire industry 
and since we cannot cover more than a percentage, what our 
territories should be, whether urban or rural, or eastern or 
western markets. As I mentioned in the meeting, we will need 
direction from our Advertising Department as to markets that 
would represent coverage desirable. 

To some degree we are assuming that color TV will bolster 
the salesability of CATV services, but in no case as yet have we 
assumed that this factor alone will spell the difference between 
success and failure of a specific proposed CATV loan. Color 
TV sets will undoubtedly improve in their ability to provide 
better color discrimination, but as long as signals are suscep- 
tible to interference, degradation, etc., between the station 
transmitter and home receiver, cable TV provides maximum 
picture clarity. 

On the matter of a basic analysis on why this is a good field 
and whether or not it will stand up over a period of time, the 
Stanford Research Institute (Long Range Planning Service) 
recently spent a full day with the FEC CATV staff and a host 
of industry leaders as well as antagonists. The result was a 
draft received at FEC 1 November 1965. Preliminary examina- 
tion of this draft reflects the conclusion that CATV is a most 
attractive industry for investment. The Stanford Research re- 
port is a comprehensive analysis and it is suggested that until 
its implications can be fully evaluated, no difinitive effort on 
the part of FEC or ITT be undertaken. 

Regarding marketing on a regional basis, all of our efforts 
to date are widely dispersed geographically. We are, or have 
been, working with groups representing virtually every major 
region of the United States. 

Since CATV is operating successfully in every state in the 
union, and at this point in time, no one region appears to have 
a greater potential than another, any decision to concentrate 
or de-emphasize our CATV effort would have to be based 
upon factors other than general business outlook, such as ITT 
strength in particular areas. 

{2185] The CATV market today is definitely moving towards 
urban areas. However, FEC believes that there is still a large 
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untapped market is sparsely settled rural areas. This market 
cannot be penetrated today because of high plant costs. If costs 
can be reduced (mostly in cable and components areas) towns 
or settlements ranging from several hundred to one thousand 
homes can be served, where in most instances it is not possible 
today. 

14. The credit review carried out by Kellogg Credit is per- 
functory and they are relying on the FCC to warrant the loan. 
I note that Chasen is making an attempt to support what he 
calls people of good character, but I think that with the size 
of the investments that we are making there should be some 
kind of form to put down and review what are the “good in- 
vestments” in order to have more than one person reviewing 
and reaching these decisions. It is necessary to have some in- 
dependent review. I note according to this report that $10 mil- 
lion has already been used by the end of 1965 and that we are 
talking about another $10 million by mid-1966. I am assuming 
that there are no commitments beyond the amounts that have 
been reported and within the total of the $10 million originally 
approved. We will want to carry out these reviews before we 
allocate any more money and I think this program should be 
put immediately into effect. 

FEC has not exceeded the $10 million limit in loan commit- 
ments. FEC believes that this is a high risk business and that 
its activities merit staff review. FEC accepts operational respon- 
sibility together with the implied profit and loss commitments. 
The overview and staff responsibility as to the uses of money 
as related to prudent business judgment resides not only with 
FEC but with ITT Headquarters staff. (See FEC report for 
further details on how business judgments are made and how 
implemented agreements are monitored from Paramus). 

As a matter of information, each CATV opportunity is care- 
fully investigated, screened and reviewed by the FEC manage- 
ment. Before any agreement is referred to the KCC, it is 
subjected to intense investigation and analysis. A document is 
prepared in text which is made available to the KCC. Numerous 
questions are asked which must be answered before a vote on 
the loan is taken. Your attention is directed to the fact that in 
each and every situation where FEC has become involved, it 
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has engaged the leading consultants in the industry to investi- 
gate and make recommendations and observations. In every 
case where a commitment was made, FEC has received favora- 
ble recommendations. It is also noteworthy that a great many 
have been rejected on the basis of FEC’s own judgment or with 
the judgment of outside consultants. 


[2186] 15. There is a list of legal points which I think need 
further review. 

FEC would be available to discuss legal pomts. As indicated 
before, exhaustive legal analyses are made to assure minimum 
risk. FEC uses outside counsel and KCC utilizes both Davis 
Polk and correspondent counsel in the area where the CATV 
system resides. Legal personnel are involved in every single 
decision relating to a written agreement. 

16. Incidentally, I’d like to know what extent we are super- 
vising and checking the operations of the operators since the 
sole security we have for our money represents in the final 
analysis the operating franchise. For example, what kind of 
agreements are we signing with the subscribers? How quickly 
can they be terminated? What is our position in relation to the 
subscribers in the event that they wish to use a different serv- 
ice, effectively refuse to use the service, etc? ! cite this as one of 
the many questions which affect the value of this franchise from 
the standpoint of our investment. 

The FEC report reflects the manner in which we supervise 
and check the operations of our CATV operators. The type of 
agreement we sign with the subscriber provides terms and con- 
ditions which reflect that they can be terminated for non-pay- 
ment of their bills. Samples of such agreements are in the FEC 
report. FEC does not believe that a subscriber can be prevented 
from using a different service if he so desires. It is important to 
note, however, that no instance is known in the CATV business 
where a competitor made his service available so that a sub- 
scriber could cancel his agreement to take another’s service. 
No prudent businessman has yet invested his money to over- 
build an established system. A subscriber is fiercely wooed to 
obtain his signature and it is not considered possible to give 
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him terms and conditions which bind him except to pay his 
bill. These agreements are request agreements and throughout 
the industry follow the general pattern as reflected by the two 
(2) exhibits in our report. 

17. I am assuming that all of these warrants that we have 
invested in can be exercised at our option and requires no 
further basic approval; otherwise, there is no real ownership 
of the equity. 

Stock warrants are accessible at any time in total or in part 

from time to time at a pre-established nominal price without 
any additional approvals. 
[2187] 18. In general, recognizing your problems as well as 
my own in communications on those developments, I am going 
to ask Jack Vollbrecht to keep his eye on it for me. I would 
appreciate your advising Chasen accordingly. My feeling is that 
this will work to the advantage. 

No comment. 

19. How are we going to handle the tax forward loss in this 
operating company and at what time do we have to convert 
our debt to equity in order to benefit since these carry forward 
losses will expire in certain periods of time? 

In all of the franchises accepted to date, FEC has been able 
to take full advantage of the 5-year loss carry forward against 
future earnings. It should be noted that normally a CATV 
franchise moves into a profit situation during the third year 
and unless there is an unusually slow buildup of profits after 
the third year, it is very unlikely that we will ever be in the 
position not to take full advantage of this tax provision. 

20. If we convert our debt into less than 100% equity, on 
what basis are we recovering our original investment before the 
split of future profits with our partner, and are we doing so with 
full interest? Otherwise we would be making a gift of our capital 
as well as 30%, or whatever percent, of our future earnings 
which I donot think would be warranted. 

The loan agreement provides that no dividends can be paid 
prior to total debt being retired. Since ITT stock warrants can 
be exercised at any time. we can participate in dividends to the 
extent of our stock equity when debt is retired. 
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21. We need a weekly report on this whole subject and it 
should be issued each Friday. 

A weekly report will be made available. 

22. The Public Relations Department and.the Legal Depart- 
ment need to be charged with the responsibility-of constantly 
identifying and translating the legal and regulatory trends both 
in Washington and throughout the United States that might 
affect these investments, present and future. 

FEC will be glad to identify existing problems and areas of 

concern and as always will welcome assistance from ITT on 
these matters. 
[2188] 23. What are the important considerations of the 
present indicated FCC regulations regarding not showing local 
TV station programs for two weeks before and after the local 
TV showing date. I would think that this would make it very 
complicated to furnish programs to the subscribers. 

Present FCC rulemaking applies only to microwave trans- 
ported signals provided to a CATV system where these signals 
duplicate locally transmitted programming. In all of FEC’s 
activity to date, where microwave is employed, all regularly 
scheduled programming transported by microwave is non-du- 


plicating material emanating from independent (non-network) 
stations. 


J. W. GUILFOYLE. 


[2189] Sx1atron Proposat to ITT 


Proposal: That ITT consider the possibility of a major ex- 
pansion, WORLD-WIDE into the dynamic field of ‘subscrip- 
tion’ television (Pay-TV and CATV are both ‘subscriber’ opera- 
tions), through the acquisition of a long-term exclusive fran- 
chise for the proven SKIATRON Central Billing System. ITT 
is one of the fastest-growing and most diversified companies in 
the communications field, and it would be a logical participant 
4nternationally’ in Pay-TV and CATV, which are “natural 
allies.” Moreover, CATV is also a natural conduit for SKIA- 
TRON’s ‘compatible’ Central Billing System as a ‘supple- 
mental’ service which could greatly increase CATV gross re- 
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ceipts and rapidly expand into a NETWORK of CATV tele- 
vision receivers, as and when deemed desirable. 

Franchise or Acquisition? Outlined herein are two different 
propositions. The first proposal includes a grant to ITT of a 
long-term exclusive license (Franchise) to the patented and 
trademarked (World-wide) SKIATRON * Subseriber-Vision * 
Central Billing Systems, which have inherent technical and 
economic advantages over its two principal competitors, 
Zenith-RKO and Telemeter (Paramount). 

Franchise: SKIATRON is prepared to consider the grant of 
an exclusive license to ITT to operate, use and promote the 
Subscriber-Vision systems for the entire Free World (outside 
the United States). ITT may negotiate a franchise for the 
United States with Subscription Television, Inc., [2190] 
(SKIATRON’s exclusive United States licensee). 

Acquisition: The SKIATRON management may be recep- 
tive to an offer from ITT to acquire contro]. (Pertinent facts 
about SKIATRON’s capitalization may be found on page 4). 

CATV: There are approximately 2,000 community antenna 
television (CATV) systems in the United States and Canada, 
and now CATV’s and subscribers are rapidly increasing. The 
STV-SKIATRON system employed in large-scale operations 
in LOS ANGELES and SAN FRANCISCO demonstrated that 
SKIATRON'’S closed-circuit (cable) Pay-TV is technically far 
superior to any broadcast (over-the-air) system as it insures 
trouble-free, crystal-clear reception of both black and white or 
color television programs. 

CATV—Queens—L.J., New York: SKIATRON has filed 
with the Board of Estimate, New York City, for a CATV in 
the Borough of Queens, specifically the Forest Hills-Rego Park 
area, comprising over 25,000 apartment units within 100 square 
blocks and including many high-rise buildings. 


1‘SKIATRON’ and ‘SUBSCRIBER-VISION’ are well-known trade-marks, 
world-wide) 
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Montreal Canada: (CATV): Following a survey, our Tech- 

nical Consultant advises that Montreal could become the larg- 
est CATV operation in the world, because of its geographical 
position. SKIATRON is in negotiation with CATV operators 
in Montreal, whose partners control a sports stadium and also 
own two professional champion teams in the popular sports, ice 
hockey and football. It is proposed to establish a combined 
Pay-TV-CATV operation utilizing the ‘SKIATRON’ system in 
Montreal, with expansion planned to Toronto, Quebec and 
Vancouver, etc. 
[2191] Management: The present SKIATRON management 
which has pioneered in the field of Pay-TV since 1950, is pre- 
pared to assist ITT in furtherance of any expansion plans in the 
field of Pay-TV and CATV, providing a considerable fund of 
know-how. 


Potential Tax-Loss Benefits (in Excess of $2 Million): 
Calculations based on advice of SKIATRON’s Auditors indi- 
cate that the company has a potential tax-loss carryforward 
(including deferred development and experimental expendi- 
tures) in excess of $2 million, which may be applied against 
future income for a period of time before Federal Income Taxes 
may accrue. 


[2192] SxiaTron Execrronics & TELEVISION CORPORATION 


Statement of capital stock 
Capital Stock 


Outstanding Stock (10,000 stockholders of record).-- 1, 581, 250 
Of the Outstanding Stock, Arthur Levey, Founder and 
President, owns 270,000 shares 17. 08% 
Unissued Stock: 
(A) Option reserved for Arthur Levey 200,000 
at $2.05 per share (110% of market value 
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Statement of capital stock—Continued 


Warrants Outstanding: 
(B) James A. Mulvey, 5,500 at $4.90 per share 
(expires 1972)...-.------------20------- 
(B) James A. Mulvey (Part owner of the Los 
Angeles Dodgers Baseball Team) as Nom- 
ince for Walter O’Malley and others, 
244,500 at $4.90 per share (expires 1972)---. 5 12. 96% 


(A) Total Outstanding Stock... .....-- 2, 0 12, 30% 
Balance Unissued Stock 


(A)720, 000 = 35. 44% 


(A) If and when the option and Warrants ure exercised, $410,000 from 
Arthur Levey—$1,225,000 from James A. Mulvey and Walter O'Malley, 
will flow to the company’s treasury. There is an agreement whereby Arthur 
Levey may vote the entire 250,000 warrants, as long as O’ Malley and/or 
Mulvey or any relative, ete., owns the stock, dircetly or indirectly, which 
would give Levey a total vote of 720,000 shares. 

(B) James A. Mulvey as Nomince for Walter O'Malley, President of the 
Los Angeles Dodgers Baseball Team, and others. 


[Federal Communications Commission exhibit No. J-123; 
presented by Justice Department] 


Novemser 8, 1965. 
[2193] 
Memorandum to: Mr. H.S. Geneen. 
Subject: CATV. 

Attached please find a memorandum from FEC listing 18 
possible cities which have a potential for an exclusive arrange- 
ment similar to Asheville, North Carolina. As indicated in the 
memorandum this is a preliminary list but FEC has had some 
contact with cognizant people in some of the available cities. 
They are pursuing all of these areas in a timely manner and 
will report their progress in each Weekly Report. 

I have advised Bob Chasen that he should pursue these areas 
where there are possible exclusive franchises in view of the 
higher risk in non-exclusive areas. He is currently preparing 
replies to the Action items given to him at the CATV Meeting 
on November 2. 

J. W. GuILForYLe. 
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FeperaL ExecTric CORPORATION, 
November 4, 1965. 
[2194] 
Memorandum to: R. E. Chasen. 
From R. C. Pittman. 
Subject: Cities Where Situations Similar to Asheville, North 
Carolina Could Exist. 

As a result of our meeting with Mr. Geneen on Tuesday, 2 
November, and your request that we examine the potential 
CATV market for situations providing the security of the Ashe- 
ville, North Carolina franchise, we have come up with the fol- 
lowing list of cities: 

Population 

. Decatur, Illinois 78. 000 

. Greensboro, North Carolina-- - 119,000 

. Lawrence, Massachusetts. 67, 000 

. Hendersonville, North Carolina 

5. Spartanburg. South Carolina. 
5. Greenville, South Carolina.-- 

. Raleigh, North Carolina.-- 

. Durham, North Carolina_-- 

. High Point. North Carolina— 

. Salisbury, North Carolina 

| Winston-Salem, North Carolina 

2. Charlotte, North Carolina 
3. Montgomery, Alabama 

. Houston, Texas.---------------9---- 0 nnnn rrr 

. Birmingham, Alabama. 

. Shreveport, Louisiana 
{2195] 17, Albuquerque, New Mexico-- 

18, El Paso, Texas.----------------- 92-2 n nnn nnn =r 

In the case of Decatur, Illinois and Greensboro, North Caro- 
lina, we have been pursuing these situations prior to the Tues- 
day meeting, and they appear to be fairly favorable. Decatur 
presently has approximately 20,000 TV sets, and it appears 
that a 30-year exclusive lease can be negotiated. Greensboro 
has approximately 40,000 TV sets. We are in the preliminary 
stages of negotiations on Greensboro, with a meeting sched- 
uled for November 15th. 

It is interesting to note that many of the above-mentioned 
cities have expressed interest in the Asheville type of situation, 
and have approached the city government of Asheville, since 
our arrangement with them, to get more detailed information 
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as to how they can arrange exclusive franchises or leases with 
the system reverting to the city at the end of the franchise 
or lease, as Asheville has done. Although the above list of 
cities, due to time limitations since our Tuesday meeting, are 
by necessity a preliminary listing, I feel confident that we will 
have a high degree of success if it is the ITT decision to go the 
exclusive franchise or lease route with the property reverting 
to the city. 
R. C. Prrrman. 


[Federal Communications Commission Exhibit No. J-126; 
presented by Justice Department] 


[2202] DEcEMBER 28, 1965. 
Memorandum For: Mr. H.8. Geneen. 
Subject: CATV—Status Report. 


This report is in two parts. First, the CATV Franchise for 
Baton Rouge, La. Second, operation of CATV systems as a 
business enterprise. 


I. THE CATV FRANCHISE FOR BATON ROUGE, LOUISIANA 


A. FEC has kept itself in a position to close this deal with- 
out committing itself to making the deal. The magic date is 
January 12 when the Louisiana interests will know whether 
they are the successful bidders for a Baton Rouge franchise. 
FEC has been helping them prepare their presentation and 
otherwise assisting in every possible way. 

B. FEC planned to present this proposal as an exception 
to the freeze, if the Louisiana interests were successful in their 
bid for a franchise. I have asked them to get their proposal 
in to avoid a crash program around the 12th. 

C. FEC believes they can close this arrangement with the 
Louisiana interests on a profitable basis for FEC, i.e. at a pre- 
tax return in excess of an average of 35% per year for 15 
years. The essence of the deal from FEC’s standpoint is as 
follows: 


1. The investment required would be $3,000.000 to serv- 
ice a market in excess of 60,000 homes that is presently 
served by two stations. 
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2. Additional signals would be brought in from New 
Orleans. 
3. ITT would have a minimum of 51% of the equity 
interest in the operation. 
4. The franchise would technically be non-exclusive but 
there would be no practical risk of overbuild. 


[2203] D. In Mr. Gerrity’s absence I was able to obtain the 
following from Mr. Perkins of the public relations department: 


1. We want to accommodate the Louisiana group on 
the Baton Rouge franchise if we can do so without losing 
money. While we want to come out as profitable as pos- 
sible, our real’ objective here is to build. a political plus— 
not drive a hard bargain—i.e. we don’t want the Louisiana 
group to go forward with someone else. 

2. Hence, we are committed politically to going forward 
with the Louisiana group if they are the successful bidders 
for the Baton Rouge franchise. 


E. In handling this proposal, we should insist on the follow- 
ing disciplines between FEC and public relations: 


1. FEC is responsible for negotiating a deal that meets 
our agreed minimum requirements for a profitable opera- 
tion for FEC. 

2. If FEC is unable to negotiate such a deal, they must 
keep negotiations open for public relations department. 
Public relations is responsible for the cost of any deal that 
produces less than the minimum profit standard for FEC. 


Il. OPERATION OF CATV SYSTEMS AS A BUSINESS ENTERPRISE 


A. In the CATV meeting on November 2 your instructions 
were to stop apy new investments beyond those already com- 
mitted until we could justify additional ITT investment in this 
type of business. 

B. Investments were frozen at.the commitment level at that 
point—$8,258,000. Since November 2; a commitment of 
$1,625,000 to Alabama Cable Corporation has since been 
scratched due to the pullout of Alabama TV from their side 
of the bargain. Therefore, the total commitment level is frozen 
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at $6,600,000 in six separate systems, per the attached recap. 
This list does not include the proposed venture for a CATV 
system in Baton Rouge, covered in Part J above. 

C. We have not yet been able to satisfy ourselves on a go or 

no go decision. We expect to do this within the next two weeks. 
In any case, FEC is satisfied that the time spent is not dissipat- 
ing profitable deals. Hence, we are avoiding the risk of jumping 
too soon without running the risk of moving too late. 
[2204] D. The requirements are stiff for going forward 
because of the high risk factors—long payout (8 years to get 
back investment)—in a new business field for ITT. Hence, we 
have to invest a lot of money before we can prove from experi- 
ence that we know what we're doing. To justify this kind of 
risk, FEC agreed that any future operation must produce the 
following results: 


Minimum return of 35% on investment per year for a 
15 year period. The 35% return is calculated on income 
after depreciation, but before interest charges and Federal 
income tax, 

Safety valve—we won’t lose our original investment, 
regardless of conditions created by regulation or com- 


petition. 
Note that investment is spread across a number of projects, 
so that if any go sour—we still have the others to cushion the 
blow. 


E. To assure getting the above results FEC’s plan must deal 
with the following basic points: 


1. Clear identification of the kind of CATV service we 
are sure people will buy. 

2. Selection of the market areas in which we can provide 
the above service, at profit levels we require. 

3. How to obtain franchises and guarantee protection 
from overbuild at cost (in terms of fees and equity par- 
ticipations) that we can afford. 

4. How to minimize governmental regulation of cus- 
tomer charges. 

5. How to avoid the killing effect of Federal or State 
regulation that would limit our ability to provide the 
signals we have to sell. 
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6. How to retain the right to control the operation of 
each system from its inception, without having to con- 
solidate the profit impacts of systems operations until we 
are ready. 

7. How to take ordinary income tax deductions for in- 
vestment losses, without incurring ordinary tax on the 
value of equity warrants, when exercised. 


[2205] F. Interecompany Cooperation: 

1. We have resolved the problem of cooperation with 
the telecommunications group concerning possible con- 
flicts of interest with independent telephone companies in 
the construction and operation of CATV systems. 

2. We are aware of the need of cooperation with ABC 
and plan to work out the details of this as soon as our in- 
ternal planning has been completed. We also plan to re- 
quest their audit of our decision to go or no go. 


G. Staff Participation: All staff groups are participating as 
follows: 


1. Treasury on credit and formula for calculating return 
on investment; plus consulting advice through Kenmore 
and Gerard. 

2. Legal on regulation, copyright problems, legal basis 
for FEC operating control of each franchise, miscellaneous 
legal problems. 

3. Tax on tax effect of planned operations, and best tax 
result. 

4. Comptroller on accounting treatment of CATV sys- 
tems, and consolidation of CATV earnings with ITT. 

5. Public relations on Louisiana and in all public rela- 
tions. 

6. Engineering audit of technical validity of planned 
CATV systems. 

7. North America marketing on validity of marketing 
criteria. 

8. All will be represented in the CATV committee meet- 
ing to review validity of total plan. 

J. H. VotuBrecar. 


572 


[2206] Report on CATV financial commitments to date 


A. RECAP OF FINANCIAL COMMITMENTS TO DATE 
1. Garden State Television Cable Corp.: 

Loan Commitment $1, 350, 000 
Completion Date 10/1/67 

. Northwest Cablevision Inc.: 
Loan Commitment 
Completion Date 

. Unicable, Inc.: 
Loan Commitment 
Compkction Date 

. Television Transmission Co. of North Carolina: 
Loan Commitment 
Completion Date 

. Puerto Rico Cablevision—Certified Signal Corp.: 
Loan Commitment 
Completion Dute 

. Southwest CATV Ine.: 
Loan Commitment 
Completion Date 

*Total Loan Commitment 

Date Final Commitment 12/1/67 


*Nore: Reduction of $1,625,000 from original $8,250,000. FEC commit- 
ment due to loss of Alabama TV Cable Corp. to Stromberg Carlson. 


[Federal Communications Commission, Exhibit No. J-129; 


presented by Justice Department] 
[2214] Feperat Evectric CorPORATION 
To: Mr. J. Vollbrecht. 
Enclosed is the December 17, 1965 CATV Status Report. 
Rosert E. CHasen. 


[2215] CATV Sratrus Report—Decemssr 17, 1965 


I. SIGNIFICANT DEVELOPMENTS 


A. The motion presented by the attorneys of FEC and the 
New Jersey Antenna TV Association to strike the tariff from 
the New Jersey State PUC was denied and hearings are slated 
to resume on January 5, 1966. However, the National Associa- 
tion has engaged Mr. Bill Orrie, an anti-trust lawyer who is 
initiatmg ant#trust action using the Kingsbury Agreement and 
Consent Degree of 1959. FEC attorneys are in attendance in 
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Washington for this meeting and this should aid the ITT posi- 
tion when the hearings resume in January. 
B. The screening grid has been completed and distribution 
will be made. 
II. CURRENT STATUS 


A. Southwest CATV, Inc. 

Program is moving according to schedule and the complete 
construction schedule has been made available for our princi- 
pal and internal distribution within FEC. 

B. Northwest Cablevision 

The Seattle Times has been in contact with Mr. Brad Harri- 
son concerning their offer to buy a minority interest in the 
company, as outlined in CATV Status Report dated Decem- 
ber 3, 1965. Mr. Harrison will schedule a meeting to define the 
specific details involved in this proposal and requests that 
FEC/CATV Management be present. 

C. Unicable, Inc. 

Stranding has started in Oswego and will proceed as quickly 

as the pole plant is made available. Cable plant has been in- 


stalled from the head-end site to the Unicable office in Oswego. 


D. Garden State Television Cable Corp. 

The turnkey contract and loan documents have been signed 
with the final loan closing slated for December 22, 1965. Bridge- 
ton is now on the air with paying customers and Hammonton 
will be complete by January 1, 1966, when it will be turned on. 
‘Construction is proceeding in Vineland and Northfield. 
[2216] E. Television Transmission Co. of North Carolina 


Strand mapping is complete, system design is underway, and 
‘construction scheduled to start on or about February 1, 1966. 
III. OPPORTUNITIES UNDER STUDY 

A, International Cablevision Inc. (Acquisition) 


Four systems in Florida and Texas. The Consultant’s Report 
‘was excellent. The one system in Florida probably should not 


278-719—67——35 
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be acquired; however, he feels that, in the case of the other 
three, the company owning the systems is sitting on a gold 
mine and does not have the sense enough to commence digging. 
A pro forma will be prepared setting forth the acquisition costs 
along with the new plant requirements to determine whether 
or not a recommendation for acquisition should be pursued. 


B. Baton Rouge, Louisiana 

City Council of Baton Rouge has tentatively set December 
21 as date for final meeting on CATV franchise. Mr. James H. 
Gill, Jr. has been in constant contact with members of the 
Council and feels that FEC and his company, Certified Signal 
Finance Company of Louisiana, has inside chance of obtaining 
franchise in Baton Rouge. Franchise may be non-exclusive. 


C. Philip Gibson—Consultant 

Mr. P. Gibson has advised us that the opportunities as out- 
lined in the December 3, 1965 CATV Status Report have to be 
acted upon in the immediate future if our interests are to secure: 
the franchises available. Letters of financial support from ITT 
must be sent to the companies applying for the franchises im-- 


mediately. Mr. Gibson feels that, if we do not act immediately 
in these areas of New England which he has cultivated, FEC’s. 
chances will be hampered. He further advises that Mr. Allen 
Robert’s group, who holds franchises in Ware, Brookfield. 
Warren and Webster, requests immediate decision from FEC 
as to whether or not we are interested in these franchises. 


[2217] Mr. Gibson has also been in touch with Mr. Robert 
E. Lee, FCC Commissioner in Washington, concerning a com- 
mon carrier microwave license covering the New England 
states. 

Mr. Lee was in complete accord with this and will offer help 
to Mr. Gibson in submitting a common carrier plan. Mr. Lee 
also mentioned to Mr. Gibson that he would like his son in- 
volved with a company engaged in CATV or common carrier 
microwave and thought if it were possible he would like to see: 
him working with Mr. Gibson. 
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[2226] [Federal Communications Commission, Exhibit No. 
J-132; presented by Justice Department] 
FeperaL ELecrric CorPoRATION, 
November 12, 1966. 


Enclosed is the first weekly report of CATV activities. Effec- 
tive immediately, this report will be provided every Friday 
until further notification. 


Rosert E. CHASsEN. 
[2227] CATV Srarus Rerort—Novemssr 12, 1965 €! 


I. CURRENT STATUS 


A. Freeze placed on new [not legible] by Hart Perry of ITT. 

B. FEC exploring in depth possibility of converting non- 
exclusive franchises to exclusive franchises by additional 
commitments from cities involved. 


II. OPPORTUNITIES UNDER STUDY 


A. Asheville, North Carolina 


Franchise is being examined by FEC Legal and Accounting 
in order to determine trade-off between exclusivity and high 
franchise tax with give away of system to city in 20 years. 
Economics will determine direction of FEC/ITT decisions. 

B. Prattville, Alabama 

FEC has copy of exclusive franchise for this city of 5,000 
homes. Franchise costs $10,000—30% equity—70% ITT. Deci- 
sion must be reached quickly or Bill Headley and R. Surprenant 
have next crack at it. 


C. New Jersey Group 

Video Link Corporation has two franchises for Camden area 
and claims will have by Christmas 1965 a total of 25 in same 
area. These are non-exclusive franchises made exclusive by 
commitment from city. 

Note: These fit within the exclusive franchise requirements 
of ITT. Meeting held 11/12/65 with principal. 
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D. Decatur, Illinois 

Visit was made and offer extended to city for exclusive leasing 
agreement—turned down by city—now slated to be a 15 year 
non-exclusive franchise. GE seems to be leading contender. 
E. Greensboro, North Carolina 

Meeting held with principal who is submitting offer based on 
Asheville offer with exclusive 25 to 30 instead of 20 years and 
10% franchise tax instead of 16% in Asheville. 
[2228] F. Slidell, Mississippi 

James Gill, Jr. of Louisiana has successfully obtained. ex- 
clusive franchise for Slidell. FEC presently evaluating Slidell 
and Gill’s proposed acquisition of Picayune, Mississippi. 
G. T.T.C. of Tlinois 

Prospect for acquisition of this system together with its 
microwave still open. 
H. International Cablevision 


Consultant presently studying the four systems in Florida 
and Texas and evaluating the microwave potential as well as 
the CATV potential. 


Ill. PROBLEMS 
A. Unicable Inc. 

Poles being set in place by subcontractor. Work temporarily 
halted with threat of injunction of city attorney who is at- 
tempting to force Bell and Niagara Mohawk to issue pole lease 
agreement to Unicable. Situation being closely followed. 

B. Garden State Television Cable Corp. 

Opening of Bridgeton system postponed due to incorrect 
bench marks which establish the base line for the microwave 
system. Problem will be resolved in one week. System now 
planned for opening on November 26 and 27. : 


IV. MISCELLANEOUS 


A. Astudy is being made of the microwave and common car- 
rier potential through acquisition and/or development through- 
out the United States. FEC will have report ready by 12/1/65. 
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[Federal ‘Communications Commission Exhibit No. ” 3-133; 
present by Justice Dept.] 


[2229} Feperan Execrric Corporation, 
December 17,1966. . 


Memorandum to: Distribution. 
Subject: Minutes of CATV Committee Meeting, Fridey, 
December 3, 1965. 
The first meeting of the ITT CATV Committee was held on 
Friday, December 3, 1965. The following were in attendance: 
J. W. Guilfoyle: ITT 
H. G. Busignies: ITT 
R. E. Chasen: FEC 
R.C. Pittman: FEC 
J.C. Black: FEC © 
J. Pospisil: KCC 
H. Steinke: ITT Legal 
J. Berke: ITT Comptroller’s Department 
J. Fitzpatrick: ITT Public Relations 

Mr. R. E. Chasen opened the meeting by stating the purpose 
of the meeting and then set forth the scope of the Committee's 
activities, 

Mr. Chasen acquainted the Committee with what was being 
done on the development of an evaluation grid by FEC which 
is working closely with Mr. J. Vollbrecht of Mr. Geneen’s staff. 
The evaluation grid under development will set forth the param- 
eters within which FEC would operate. A draft of the grid 
will be given to Mr. Vollbrecht upon his return from Brussels. 

General discussion followed on the following subjects: 

1. Equipment—Should ITT be in equipment business. 

2. Cable—Status of ITT Wire & Cable. 

3. Should ITT stay in CATV business with new pro- 
posed PUC type regulation. 

[2230] 4. Northwest Cablevision, Seattle, Washington. Offer 

to buy 16% by Seattle Times. 

5. Dangers to CATV and how ITF should prepare to 
face them. 

6. Legal Problems. 
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g 7. Evaluation of high fee exclusive lease franchises in 
‘ major cities as against non-exclusive with lesser franchise 
fees. 
The following action items were assigned for next meeting: 


1. ITT Legal—. Steinke 

a. Set priority—legal problems and report new priority on 
studies b., c., d. below. 

b. Assignment covering study of proposed rates and tariffs— 
PUC. 

c. Assignment—Effect on CATV if FCC control. 

d. Study on exclusivity of the franchises and state laws 
governing. 
2. ITT Comptroller's Department—J. Berke 

a. Assignment of closing loop on ITT financial responsibil- 
ities. 
3. FEC—R. E. Chasen 

a. Complete evaluation grid and make distribution to com- 
mittee members after Mr. Vollbrecht’s approval. 

b. Determine distribution of reports. 


Suggestions were invited on how to improve the FEC weekly 
CATV report. The following areas will be included in future 
reports: 

1. News items. 
2. Competitor activity. 
3. Industry status. 


Rosert E. Cuasen. 
[2231] Distribution: 
Messrs. H. S. Geneen 

R. E. Bennett 

J. Berke 

R. Brittenham 

H. Busignies 

J. C. Black 

A. S. Duffy 

R. J. English 

J. Fitzpatrick 

W. J. Flanagan 
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J. Volibrecht 


[Federal Communications Commission Exhibit No. J-134; 
presented by Justice Dept.] 


[2232] Nores To Jack Guitrorte Recarpine CATV 
ProcrRamM—OcroBer 27, 1965 


1. I note Skiatron is involved in both Queens and New York. 
I see figures of $10 to $20 million respectively. I also notice 
some discussions with Mr. Pat Weaver. I would like to discuss 
this whole area with you for two reasons: first, it is a major 
investment area, and, second, I have had some approaches 
through a political area as to our doing business with Skiatron. 
Also, I would like to know what Mr. Weaver’s interest in this 
program is, 

2. The financial projections attached are in terms of a myth- 
ical $250 per subscriber for which we intend to sell the 
company. 

3. Since under (2) if we do not exercise the warrants on the 
assumption that we are not in control, there is no question of 
consolidating either profits or losses. From the standpoint of 
the collateral and risk involved, we have to have not only pro- 
jections of subscribers, but also operating expenses and net 
profit by year. It is unrealistic to talk about an investment of 
$10 to $20 million based on future sales values as the attached 
memo does, without any reference to the underlying earnings, 
since this is the only security. 
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4, Do we have any commitments on the equipment that 
we will use, or can we use our own manufacture. 

5. What is the story in Louisiana in general, because I think 
this is one where we would have some strength. 

6. Who is Mr. Adler in the proposed $50 million program? 

7. The Bahamas might well be a profitable area if you could 
offer mainland programs as there are a lot of fairly important 
users including a complete hotel complex not unlike the Puerto: 
Rico plan that you mention in this report. I would like to sug- 
gest that this be investigated promptly, particularly if the 
Puerto Rico plan is successful. 

8. The interconnecting communications carrier is a very inter- 
esting field in the sense of giving a key position in relation to 
any later advertising, etc. In some respects it may be a key 
area in that it would put you in a position of representing in 
the marketing field CATV operations that we do not own. I’d 
like to see more of what this consists of. 

9. Some general questions: Who makes the legal reviews for 
each franchise, including the terms, etc. before we invest our 
money? 

10. By separate memo, copy to you, I will ask John Thomp- 
son to get busy on the developing of our own equipment, cable, 
amplifier, and stations and the possibilities of a cheaper “slave” 
TV set for color. 

11. Who examines the operating franchises to be sure that 
they are (1) exclusive, (2) adequate Iength of time and contain 
all requirements we would need should we become the direct 
owner. 

12. I think the question of policy of leasing lines from the 
Bell System and others should be examined and we should de- 
velop. a policy against the points you are concerned about, 
namely, lack of exclusivity, control of programs, ete, Many of 
the independents will be guided by the recent USITA policy 
which tends to control the facilities on the theory that they 
are protecting their present franchises. I am not at all sure that 
you could not work with these companies if you had the right 
agreement. In the case of the independents, they will also rep- 
resent markets for equipment. In the case of CATV areas, they 
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may well represent the cheapest way to move for a period. I 
think ‘this policy area should be thoroughly investigated from 
both an operating and legal basis. 

13. I would like to see a basic analysis on why we feel this 
is a good field and why it will stand up over a period of time. 
This should involve some real objective analysis of the im- 
provement in color programs by use of cable TV versus what- 
ever projected improvements there are to be in the sets them- 
selves, etc., assuming that you are now working on the theory 
of color versus fringe reception. Again, I would like to have 
this whole question of the future projected against whatever 
you think are the requirements filled by CATV so that we 
can get an idea of the ultimate scope of the entire industry 
and since we cannot cover more than a percentage, what our 
territories showld be, whether urban or rural, or eastern or 
western markets. As I mentioned in the meeting, we will need 
direction from our Advertising Department as to markets that 
would represent coverage desirable. 

14. The credit review carried out by Kellogg Credit is pre- 
functory and they are relying on the FCC to warrant the loan. 
I note that Chasen is making an attempt to support what he 
calls people of good character, but I think that with the size of 
the investments that we are making there should be some kind 
of form to put down and review what are the “good invest- 
ments” in order to have more than one person reviewing and 
reaching these decisions. It is necessary to have some independ- 
ent review. I note according to this report that $10 million 
has already been used by the end of 1965 and that we are talk- 
ing about another $10 million by mid-1966. I am assuming that 
there are no commitments beyond the amounts that have been 
reported and within the total of the $10 million originally ap- 
proved. We will want to carry out these reviews before we 
allocate any more money and I think this program should be 
put immediately into effect. 

15. There is.a list of legal points which I think need further 
review. 


[2234] 16. Incidentally, I’d like to know what extent we are 
supervising and checking the operations of the operators since 
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the sole security we have for our money represents in the final 
analysis the operating franchise. For example, what kind of 
agreements are we signing with the subscribers? How quickly 
can they be terminated? What is our position in relation to 
the subscribers in the event that they wish to use a different 
service, effectively refuse to use the service, etc. I cite this as 
one of the many questions which affect the value of this fran- 
chise from the standpoint of our investment. 

17. I am assuming that all of these warrants that we have 
invested in can be exercised at our option and requires no 
further basic approval; otherwise, there is no real ownership 
of the equity. 

18. In general, recognizing your problems as well as my own 
in communications on these developments, I am going to ask 
Jack Vollbrecht to keep his eye on it for me. I would appreciate 
your advising Chasen accordingly. My feeling is that this will 
work to the advantage. 

19. How are we going to handle the tax forward loss in this 
operating company and at what time do we have to convert 
our debt to equity in order to benefit since these carry forward 
losses will expire in certain periods of time? 

20. If we convert our debt into less than 100% equity, on 
what basis are we recovering our original investment before the 
split of future profits with our partner, and are we doing so 
with full interest? Otherwise we would be making a gift of our 
capital as well as 30%, or whatever percent, of our future earn- 
ings which I do not think would be warranted. 

21. We need a weekly report on this whole subject and it 
should be issued each Friday. 

22, The Public Relations Department and the Legal Depart- 
ment need to be charged with the responsibility of constantly 
identifying and translating the legal and regulatory trends both 
in Washington and throughout the United States that might 
affect these investments, present and future. 

23. What are the important considerations of the present 
indicated FCC regulations regarding not showing local TV 
station programs for two weeks before and after the local 
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TV showing date. I would think that this would make it very 
complicated to furnish programs to the subscribers. 


HS. Geneen. 


[2271] [Federal Communications Commission Exhibit No. 
J-138; presented by Justice Department] 


[2272] TBSC Vatuation Report SEPTEMBER 26, 1963 
Kuhn, Loeb & Co. Incorporated 
[2273] VALUATION OF TBSC 


In order to determine a value for TBSC, a representative 
group of six leading independent chain radio and television 
broadcasting companies were selected for comparative purposes 
as follows: 


Metromedia, Inc. 

Transcontinent Television Corporation 
Capital Cities Broadcasting Corporation 
Storer Broadcasting Company 

Taft Broadcasting Company 


Scripps-Howard Broadcasting Company 


All the companies are publicly owned. Metromedia, Storer 
and Taft are listed on the New York Stock Exchange, Capital 
Cities is listed on the American and the rest are traded over-the- 
counter. Scripps-Howard was initially offered to the public on 
April 3, 1963. Transcontinent announced in August, 1963, that 
the company had sold, subject to stockholders’ approval and 
favorable rulings by the FCC and Internal Revenue Service, all 
its stations but one and intended to liquidate. With the ex- 
ception of Scripps-Howard and Transcontinent, all the other 
companies have diversified in varying degree into fields other 
than broadcasting. 

The attached tables detail the financial and operating results 
of the companies and the current and historical price ratios for 
their common stocks. In the following paragraphs, the major 
financial items and price ratios are discussed briefly to establish 
a basis for determining the value of TBSC. There is also a brief 
summary of Federal regulation and the industry. 
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Capitalization 

The use primarily of debt to finance acquisitions has resulted 
in high debt ratios for several of the companies. Capital Cities 
spent $19.5 million in 1961 for several stations and at the end of 
1962 had $20.4 million of long-term debt outstanding, equiva- 
lent to 75% of total capitalization of $27 million. Metromedia’s 
recent purchases of Ice Capades and a television and radio sta- 
tion in Los Angeles were financed through borrowings and its 
present debt ratio is approximately 64%. Only Scripps-Howard 
had no debt in its capital structure at the end of 1962. TBSC’s 
income note due 1967 in the amount of $650,000 (about 10% of 
capitalization) will be prepaid in 1963, leaving no indebtedness 
in its capital structure. (See Tables I and Ia for details). 
Applicable Assets 

The greatest concentration of assets for most companies is in 
intangibles arising mainly from the excess of investment cost 
over the amounts allocated to the underlying net tangible 
assets acquired. Several companies that had previously amor- 
tized certain of these intangibles for tax purposes have aban- 
doned this policy because of the action of the Internal Revenue 
Service in seeking to disallow the deductions. As a result, several 
companies have contingent tax liabilities remaining to be 
settled. 
[2274] Metromedia had about half its assets in fixed assets 
because of its large outdoor advertising operation and Scripps- 
Howard with only 10% intangibles had 53% of its applicable 
assets in net working capital. As of August 31, 1963, TBSC had 
24% ($1.7 million) of its applicable assets of $7 million in in- 
tangibles (radio and television development costs), 47% ($3.3 
million) in net fixed assets and 29% ($2.0 million) in working 
capital. Any purchase price for TBSC in excess of its net 
tangible book value of $4.6 million (after deducting the $650,- 
000 income note) will result in a large amount of intangibles 
not subject to amortization for tax purposes on the purchaser’s 
balance sheet. 

With little or no inventories required for operation, current 
assets consisted mainly of cash, receivables and film rights. At 
the end of fiscal 1962 only Scripps-Howard had current assets 
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more than twice current abilities. TBSC on its: August 31, 
1963, balance sheet had $205,000 of cash and a current ratio in 
excess of 2 to 1 due to a substantial increase in other current 
aasets to $1,990,000 from $72,000 at the end of 1962. 


Income Account 


The upward trend in revenues and earnings shown by the 
group for the 1958-1960 period was interrupted by a general 
business recession in 1961 when TBSC, Metromedia, Taft and 
Storer reported lower earnings. Revenues and earnings recov- 
ered sharply in 1962 and all companies reported record revenues 
and earnings except TBSC where higher depreciation charges 
at $532,000 kept earnings at the same level as in 1960—$1,136,- 
000—and below the $1,270,000 reported in 1960 when deprecia- 
tion was $166,000. Interim results indicate that probably 1963 
will be an excellent year, if not a record year, for the industry. 
Because of numerous acquisitions by many of the companies, + 
comparison of growth in revenues from 1958 to 1962 would be 
misleading. During that period TBSC increased its revenues 
172% from $2.5 million to $6.8 million but the rate of growth 
is slowing down. 


Average rate. 

Operating profit margins (before depreciation) for TBSC 
declined from 46.7% in 1960 to 43.2% in 1962 so that despite an 
increase in revenues, operating profit before depreciation. re- 
mained almost constant for the three years 1960-1962, Interim 
results have shown a sharp improvement and the operating 
margin estimated for 1963 is a record 47.0%. The diversified 
operations of several of the companies .and'the different account- 
ing treatments accorded certain similar items make meaningful 
comparisons among the companies difficult. However, the com- 


586 


panies deriving most of their income from broadcasting ac- 
tivities show the highest profit margins and Scripps-Howard 
with 48.8% and Taft with 46.1% in 1962 are the leaders. 

[2275] The high interest expense for several of the companies 
reflect the heavy debt loads incurred to finance expansion and 
diversification but sizeable cash flows and low percentage of 
earnings paid out as dividends have enabled these companies 
to meet debt service requirements. 

As previously mentioned, the companies mainly in broad- 
casting and with low interest expenses have the best net profit 
margins. TBSC with 16.7% in 1962 was only surpassed by 
Scripps-Howard with 22.9% and Taft with 18.5%. 

Price Ratios 

The wide variations in the type of operations and capital 
structures that exist among the companies result in a wide vari- 
ation in the range of their price ratios. Metromedia, with a por- 
tion of its earnings derived from activities other than broadcast- 
ing, currently sells at 24.6 times reported earnings of $1.46 per 
share for 1962 but only 10 times cash flow and 18 times es- 
timated earnings of $2.00 per share for 1963. Highly leveraged 
Capital Cities currently sells at 16.8 times 1962 earnings and 
9.1 times cash flow. Storer, with a relatively unimpressive 
record, sells on a yield basis, rather than on a price/earnings 
basis. Through the use of two classes of common stock and by 
paying a small dividend on the class privately held, Storer has 
been able to pay a much higher dividend on the class of stock 
held by the public and thus support the price of its stock. It is 
currently selling at 18.7 times 1962 earnings and 14.9 times 
cash flow and yielding 4.3%. Actually, the price/earnings ratio 
is lower as the company has recently repurchased 439,700 shares 
of its class B common stock with the proceeds of a $15 million 
bank loan. After allowing for the reduced number of shares out- 
standing, the current price is about 16 times adjusted 1962 
earnings and 12.6 times adjusted cash flow. 

Taft and Scripps-Howard, the companies most comparable 
with TBSC, sell at 17.2 times and 18.5 times 1962 earnings and 
12.9 times and 15.1 times cash flow, respectively. Scripps- 
Howard, however, has excess cash of more than $5 million on 
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its balance sheet and if the value of the company is adjusted 
for that excess, the current price ratios are 17.1 times 1962 
earnings and 13.9 times cash earnings. 


Current price ratios 


Current price related to— 
1962 earnings 3-year average earnings 
Reported Cash Reported Cash 


18. 5X 15.1% 5 16.7% 
17.2 12.9 
18.7 14.9 
20.2 13.2 
16.8 a1 
24.6 10.2 


12.6% 


[2276] Book value is not an important factor in determining 
price for broadcasting companies because the values are the 
franchises and not fixed assets. Including intangibles, the com- 
panies are now selling at a range of 193% of book to 530% of 
book. 

All the companies, except Capital Cities, are on a regular 
dividend basis and yields range from a high of 4.5% for Scripps- 
Howard with an 80% payout of earnings to 1.1% for Metro- 
media (20% payout). 

Historically, the companies have sold on the average at 12 
to 18 times reported earnings and 5.5 to 10.8 times cash 
earnings. 

Valuation of TBSC 

The two companies most comparable to TBSC are Scripps- 
Howard and Taft Broadcasting. If we were to apply the ratios 
at which these two companies sell to the earnings of TBSC 
the following values are derived: 


Current prices related to 1962 earnings 


{1962 earnings of TBSC—Reported, $1,136,000; cash, $1,668,000 1) 
SEE UEEEEE ESET 


Scripps-Howard 
Reported Cash 


15.6% 17.2% 12.9X 
$21,016,000 $26,020,000 $19,539,000 $21, 517, 000 


nn nee UU EEE ESS 

1 Does not include amortization of film rentals of $327,000 as the amounts, if any, of amortization of 
film rentals included in the depreciation charges of Scripps and Taft are not known. In addition, 
TBSC must make payments under the rental contracts; $454,700 payable in 1963. 
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If we use Scripps-Howard’s price ratios (adjusted for excess 
cash) of 17.1 times reported earnings and 13.9 times cash earn- 
ings, the derived values for TBSC are $19,426,000 and $23,185,-. 
000, respectively. 


Current prices related to 3 year average earnings 1960-1962 
[3 year average earnings of TBSC—Reported, $1,180,000; cash, $1,520,000} 


Serippe-Howard Taft 
Reported Cash Reported 


16,7X 20.7% 14.9X 
$23, 600,000 $25,384,000 $24,427,000 $22, 648, 000 


Ff the values derived by using Scripp’s price ratios were ad- 
justed for that company’s excess cash, the values would be 
$21,712,000 and $23,408,000, respectively. 

Based on estimated 1963 results for TBSC of $1,584,000 of 
net earnings and $2,144,000 of cash flow and applying the cur- 
rent ratios of Scripps and Taft (current prices related to 1962: 
earnings) the following values are obtained: 


[2277] 


17.22 129% 
$27,245,000 $27,658, 000 


W.1x 
$27,087, 000 


3Tbe above derived values would only be valid, of course, if it were correct to assume that no 
increase in earnings is expected for Scripps and Taft in 1963 over 1962. 


A value may also be derived by using the 4.5% yield and the 
80% payout of Scripps-Howard.-80% of the $1,136,000 net 
income of TBSC would provide a dividend of $909,000 and a 
yield of 4.5% on a derived market value of $20,200,000. Apply- 
ing the same rates to-estimated earnings of $1,584,000 for 1963. 
produces. a dividend of $1,268,000 and a derived value of 
$28,178,000. 
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A “rule of thumb” method of valuation is to assign a value 
of $10 for each television household in the station’s market 
area provided the station is in the top twenty markets. The 
following table gives Hartford’s rank as well as Los Angeles 
for comparison: 


Television market rankings (as of Jan. 1, 1962) 


ARB. net Total Television 
Rank bomes Renk houschokis Rank 


With 1,417,700: television households in the area, the tele- 
vision portion of TBSC is worth $14,177,000. As the television 
portion provides 85% of the income,.on a 100% basis the total 
value is approximately $17 million. 

Scripps-Howard with 2,839,000 television households in its 
market area has a market value of $58,247,000. After deduct- 
ing $5,144,000 of excess cash, the balance of $53,103,000 which 
includes the value of Scripps’ radio stations, is equivalent to 
about $18.70 per television household. Multiplying TBSC’s 
1,417,700 television households by $18.70 yields a “rule of 
thumb” value of $26,500,000. 

[2278] Summary and: Opinion 

The different determinants have provided values for TBSC 
ranging from approximately $20,000,000 to $26,000,000 based 
on past earnings, and values of approximately $25,000,000. to 
$30,000,000, based. on estimated results for 1963. 

Although the growth record and profitability of TBSC in the 
past has been very good, the station is located in what may be 
considered a mature area and future potential will be limited to 
normal population increases. and continuing, viewers’ accept- 
ance of the stations’ programs. TBSC lacks the geographic 
diversification of a chain broadcaster and cannot spread over- 
head among many stations. To develop a chain broadcasting 
system at the present time may be expensive and difficult. Lee 
Loevinger, former anti-trust chief of the Justice Department, 
a newly appointed commissioner of the FCC, in a recent speech 

278-719—67——36 
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came out strongly for a re-evaluation of multiple ownership, 
duopoly and newspaper ownership yardsticks. Loevinger gave 
maximum priority in his stated program to maximum diversity 
and dispersion of station ownership. He stated that in consider- 
ing multiple ownerships the Commission should not count by 
arbitrary categories but should consider all other interests and 
affiliations in the communications field. He further stated that 
it makes on sense to say that a man with seven small AM sta- 
tions cannot acquire an eighth, although the same station may 
be acquired by a corporation with seven TV stations, seven 
FM stations and six large AM stations plus a string of news- 
papers. 

In view of the foregoing, and taking into account that cur- 
rent market prices for television stocks are at or near an all- 
time peak, a value of $25 million for TBSC may be considered 
fair and equitable in our opinion. A value of $25 million is 
equivalent to: 


221962 earnings 

151962 cash earnings 

21.2 1960-62 average earnings 

16.4 1960-1962 average cash earnings 

15.8 1963 estimated earnings 

11.7 1963 estimated cash earnings 

360% of book value (including intangibles) at August 31, 
1963 


Federal Regulation 

Television and radio broadcasting are subject to the juris- 
diction of the FCC under the Communications Act of 1934. 
The Act empowers the FCC, among other things, to issue, re- 
voke or modify broadcasting licenses, to determine the location 
of stations, to regulate the equipment used by stations, to 
adopt such regulations as may be necessary to carry out the 
provisions of the Act and to impose certain penalties for viola- 
tion of such regulations. 

Broadcasting licenses may be granted for a maximum period 
of three years and are renewable for additional maximum 
three-year periods upon application and approval. When a 
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renewal application is pending, the Act, as interpreted by the 
FCC, permits a new applicant to-file for the frequency in use 
by the renewal applicant, and entitles the new applicant to a 
hearing in competition with the renewal application. The Act 
also prohibits the transfer of a license or the transfer of control 
of a [2279] licensee without approval of the FCC. No license 
may be held by a corporation of which more than 20% of the 
capital stock is owned of record or voted by aliens or which is 
subject to alien management or control to the degree specified 
in the Act. 

For many years the FCC’s multiple ownership regulations 
have provided that a license for an AM radio, FM radio, or 
TV station will not be granted (a) if the applicant already 
owns, operates or controls or has an interest in another station 
of the same type which provides service to substantially the 
same area as a station owned, operated or controlled by the 
applicant; or (b) if the grant of the license would result in 
the applicant’s owning, operating or controlling or having an 
interest in more than seven AM stations, more than seven FM 
stations, or more than seven television stations, not more than 
five of which may be VHF television stations. Under multiple 
ownership regulations the FCC has recently proposed the adop- 
tion of a rule which would require dismissal of an application 
when the applicant already had the maximum number of per- 
mitted stations. The effect of such a rule, if adopted, would be 
to require an applicant to dispose of one of its stations before 
making application for another station in the same class, con- 
trary to the present practice the Commission follows of con- 
ditioning the grant of a license upon disposal of an existing 
ownership interest. 

The FCC and Congressional committees have recently con- 
ducted investigations into certain practices and programming 
policies of the broadcasting industry. The FOC also has under 
study methods of promoting the development of UHF tele- 
vision operations. Studies are also being made by the FCC of 
problems of overcrowding of AM radio facilities and of a pro- 
posed new allocation table based on mileage separation for FM 
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radio stations. Pending completion of the latter studies, no 
applications are being processed for new or changed AM, facil- 
ities, or for new FM radio stations which do not meet the pro- 
posed separation requirements, except in certain special 
situations. 

Network Affiliation and Advertising 

In general, network affiliation contracts provide that the net- 
work will offer to the affiliated station a variety of network 
programs, both sponsored and unsponsored with respect to 
which the station has the right of first refusal as against any 
other television station located in its community, and grant to 
the network an option during certain specified hours to require 
the station to broadcast commercial network programs which 
the network has sold to advertisers. In 1960 the FCC amended 
its television network regulations to reduce from three, to two 
and one-half, the hours in each of four segments of each day 
which a station may option to a network. In May, 1963, the 
FCC banned the option time provisions between television 
networks and their affiliates, effective September 10, 1963. The 
order prohibits television networks from having a call, or 
option, on the time of station affiliates. 

A typical network affiliation contract provides that the sta- 
tion waive any payment for the first twenty to thirty hours 
per month of network commercial programs to defray the cost 
of distribution via AT & T relay facilities, For all network 
programs carried in excess of this free time, the station receives 
around one-third of its hourly charges from the network and 
the network bills the advertiser and retains the balance. 
Charges for an hour of prime evening time range from a few 
[2280] hundred dollars for a small community station to 
$10,000 or more in New York City. TBSC’s network rate was 
raised from $1,900 to $2,000 effective September 15, 1963. 

Gross time sales are subject to various discounts. Major 
purchasers of time periods can receive discounts on total time 
bought up to 3214%. Of the remainder, advertising agencies, 
which do all of the purchasing of time periods for advertisers, 
can obtain discounts of 15% for time sold. In addition, com- 
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missions for services performed are paid to.advertising agencies, 
station representatives and other salesmen. 


[Federal Communications Commission Exhibit No. J-139; 
presented by Justice Dept.] 


[2300] INTERNATIONAL TELEPHONE aND TELEGRAPH» 
CoRPoRATION, 
October ., 1968. 
Tue Traveters INsuRANCE CoMPANY, 
700 Main Street, 
Hartford 15, Connecticut. 

Dear Sirs: International Telephone and Telegraph Cor- 
poration (ITT) is engaged, directly and through subsidiaries 
in the United States and 48 other countries, in the manufacture, 
sale, installation and maintenance of communications, elec- 
tronic and electrical equipment and supplies, and the operation 
of telephone, radiotelephone, cable-and radiotelegraph facilities. 

We desire to engage in broadcasting by television and radio 
in the United States. We recognize that your wholly-owned 
subsidiary, The Travelers Broadcasting Service Corporation 
(TBSC), operating such broadcasting stations at Hartford, 
Connecticut, is outstanding in management and in its record 
of accomplishment in the public interest. We believe that 
because of our specialized world-wide operations in electronies 
and telecommunications we can not only continue such excel- 
lent service but are in 4 position to improve it. 

Accordingly, we hereby offer to purchase from you the entire 
1,000 shares, $100 par value, issued and outstanding capital 
stock of TBSC in consideration of issuing to you $35,000,000 
principal amount ITT —% Convertible Subordinated 20-year 
Debentures, to be issued under an Indenture between ITT and 
a corporate trustee in New York, New York, to be designated; 
to be convertible, beginning —— year after the date of issuance 
of the Debentures, into capital (common) stock of ITT at $_—_. 
per share, subject to adjustment of the conversion price under 
the same circumstances provided in the Indenture, dated May 
15, 1958, relating to ITT’s presently outstanding 47% Con- 
vertible Subordinated Debentures, due May 15, 1983; to be sub- 
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ordinated to the same extent and manner as the 474% Con- 
vertible Subordinated Debentures as set forth in the Indenture 
relating thereto; to be redeemable — years from the date of 
issuance at —_% [2301] of principal amount and interest and 
thereafter at decreasing premiums to maturity; and to have 
such other provisions and covenants as may be mutually agreed 
upon. 

You represent to us that you are acquiring the Debentures 
for your own account for investment and not with a view to 
the distribution or resale thereof, provided that you reserve 
the right to dispose of all or any part of such Debentures if at 
some future time it becomes advisable to do so. We agree, upon 
your request at any time after the Debentures become con- 
vertible, to apply for listing of them on the New York Stock 
Exchange and of the capital stock issuable upon their 
conversion. 

We agree to continue Paul W. Morency as President and 
Chief Executive Officer of TBSC, with full operating power 
under control of a new Board of Directors representing ITT; 
and that the officers and employees of TBSC will enjoy salary 
and other employee benefits not less favorable than those ex- 
isting on the closing date. 

We have been furnished with the report, dated September 
26, 1963, of Lybrand, Ross Bros. & Montgomery, Certified 
Public Accountants, stating that in their opinion the audited 
Balance Sheet of TBSC (accrual basis) as of August 31, 1963, 
and the Statement of Income for the 8 months ended thereon 
do-not-differ materially from-the-unaudited statements pre- 
viously supplied us for those periods, except for the adjustments 
normally made in converting the Balance Sheet from a cash 
basis to an accrual basis; and that these statements present 
fairly the financial position of TBSC, as of August 31, 1963, 
and the results of operations for the 8 months then ended in 
conformity with generally accepted accounting principles. You 
have agreed that on the “accounting closing date” (as herein- 
after defined), TBSC’s Balance Sheet (accrual basis) prepared 
consistently with that of August 31, 1963, will show an excess 
of current [2302] assets over current liabilities and, specifically, 
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that cash and/or U.S. Treasury bills will cover all accrued lia- 
bility for taxes (Federal, State and local); that the balance of 
Retirement Plan Prior Service Liability of TBSC will be com- 
pletely funded, creating a prepaid asset (probably about $750,- 
000); and that TBSC will have no funded debt. You have also 
agreed to hold TBSC and/or ITT harmless from any undeter- 
mined or unknown liability arising prior to the closing date and 
not disclosed on the Balance Sheet. 

Sale and transfer of the TBSC stock shall take place in 1964 
or such later time as may be mutually agreed upon but, in any 
event, during the time limit required or permitted by the Fed- 
eral Communications Commission following its approval. The 
“Accounting Closing Date” shall be as of the end of the month 
next preceding such sale and transfer. The Debentures shall be 
dated as of the first day following such Accounting Closing 
Date and interest shall accrue therefrom and, subject to the 
above requirement as to the amount and quality of current 
assets, we will have no claim on earnings accruing subsequent 
to December 31, 1963 and prior to such Accounting Closing 
Date. Convertible Subordinated Debentures, and to approval 
by the Federal Communications Commission. 

The parties agree to proceed as rapidly as possible to prepare 
and execute a definitive contract covering the sale of TBSC 
stock, to file an appropriate application with the FCC for ap- 
proval of the sale and transfer of the stock and to take all other 
steps necessary and appropriate in the premises. Among other 
things, it is intended that the name of TBSC and the call 
letters of its stations will be changed. 

If the above correctly sets forth your understanding of our 
agreement, [2303] will you kindly execute the enclosed carbon 
copies of and advise us that you have done so. 

Yours very truly, 
INTERNATIONAL TELEPHONE AND TELEGRAPH CORPORATION, 


Accepted, October , 63 
The Travelers Insurance Company. 
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[Federal Communications Commission Exhibit No. J-142; 
presented by Justice Department] 


{2317] Incominc System MESSAGE 


(FOLLOWING RECEIVED CODED) 


To: Graham. 
From: Geneen. 
Date: September 17, 1963. 


Jack, Al Freedman will call you this morning stop Review- 
ing your comments of last night with him it appears that under 
no circumstances should we offer convertible securities paying 
more than four percent of any kind as this would create prob- 
lems for the past issues as well as precedencies for the future 
of our whole program stop 

In addition we should not issue non convertible securities for 
more than four and a half percent as this also will create prob- 
lems for our future planning stop 

Freedman feels strongly that four percent taking precedence 
ahead of the common and preferred would certainly sell above 
par stop Repeat above stop 

Further that conversion privilege is worth far more than the 
modest reduction in income which they would suffer par- 
ticularly [2318] as that income will be considerably improved 
in quality due to its prior position over period of next twenty 
years as against earnings derived from the operations etc. stop 
The fact that it has gone up another $5,000, I do not think 
changes this since the values of conversion are considerably 
more than this stop 

Al feels that the conversion privilege should move from 
sixty five to sixty seven at the end of two years with successive 
steps upward the longer held stop I would suggest you get his 
ideas on this formula direct from him stop 

I would feel that we should press strongly for our own sug- 
gested answer plus Freedman’s step formula on the conversion 
as the offer is indeed generous and perhaps it is only at fault 
because it was not preceded by a period of haggling stop 

Believe Freedman proposed study important and should be 
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carried out stop He points out that revenues in relation to 
net are very low in this particular situation and further it 
would appear that local sales exceed sales of incoming material 
by an unusual percentage. Be sure and check that this is not 
attributable to the prestige of the parent and might be reduced 
under different sponsorship stop 
[2319] My feeling is we should trade hard at this point hav- 
ing been generous and my feeling is this is largely exploratory 
on their part stop 

Assume you have cleared questions with Brittenham re 
possible local telephone conflict. 

GENEEN. 
Original to Mr. J.Graham. 


[Federal Communications Commission Exhibit No. J-144; 
presented by Justice Department.] 


[2324] Miuiarp B. Devutscu & Company, 
“INDUSTRIAL AMERICA,” INCORPORATED, 
Chicago 4, Illinois, February 28, 1962. 


Personal & Confidential 


Mr. H.S. GENEEN, President 

International Telephone and Telegraph Corp. 
320 Park Avenue 

New York 22, New York 

Dear Mr. GenzEN: We have recently been in contact with 
the President and majority shareholder of a radio-television 
broadcasting operation, who has indicated that he might not be 
averse to exploring the possibility of an affiliation between his 
company and a larger, publicly held corporation, where a real 
mutuality of interests could be established. 

We are therefore taking the liberty of writing to inquire if 
your company might be interested in getting into the radio- 
television broadcasting field, possibly utilizing this operation 
as the nucleus for a chain of such stations, which these people 
would be happy to assist in putting together. 

This operation has consistently shown earnings in the middle 
six figures after taxes,—and is currently carrying several mil- 
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lion dollars in excess cash,—so any transaction involving this 
company would run well into eight figures. 

We will appreciate having your reaction to this sugges- 
tion,—and of course will be happy to supply complete details 
upon learning of your potential interest in this situation. Thank 
you. 

Cordially yours, 
Muutarp B. Deutscu, President. 


[Federal Communications Commission, Exhibit No. J-145; 
presented by Justice Department. ] 


[2325] Miuuarp B. Deurscax & Company, 
“INDUSTRIAL AMERICA,” INCORPORATED, 
Chicago 4, Illinois, May 20, 1963. 


Personal and Confidential 


Mr. Hanoi S. GENEEN, President, 
International Telephone and Telegraph Corp., 
New York 22, New York. 

Dear Mr. Geneen: The chief executive and major stock- 
holder of a long-established and highly successful television 
and AM-FM radio operation has indicated to us that he would 
not be averse to exploring the possibility of an affiliation 
between his company and a larger corporation, in which there 
would be a real mutuality of interests, and where the dynamics 
of the situation would be greater than that represented by the 
broadcasting industry alone. 

It is his thought that his company would serve as the nucleus 
for a full chain of stations, which he would be glad to assist in 
putting together, and his experience and reputation in the 
industry would undoubtedly be of inestimable benefit in this 
regard. 

Briefly, this one operation has consistently earned $650,000 
to $700,000 net after taxes annually,—and will undoubtedly 
run to the upper side of the range this year —and the company 
carries a current cash surplus of $4 million. 
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If this type of situation proves of interest to your company, 
we are confident that we can develop a type of transaction, 
probably using a combination of a convertible preferred and 
common stock, that would be acceptable to the sellers, and 
would at the same time make a substantial contribution 
towards the per-share earnings of your common stock, while 
also serving as the start of a much larger activity in the broad- 
casting field, through the acquisition of additional stations. 

Thank you for your consideration —and we will appreciate 
receiving your reaction to this suggestion at your early 
convenience. 

Cordially yours, 


Miiarp B. DevtscuH, 
President. 


[Federal Communications Commission Exhibit No. J-146; 
presented by Justice Dept. ] 


[2326] Miuiarp B. DeutscH & Company, 


“INDUSTRIAL AMERICA,” INCORPORATED, 


Chicago 4, Illinois, June 21, 1963. 


Personal & Confidential 

Mr. Srantey Luxe, 

Assistant Vice President, 

International Telephone and Telegraph Corporation, 
New York 22, New York. 

Dear Mr. Luxe: I am pleased to enclose herewith a letter 
written me by Mr. Harold F. Gross, in response to a letter which 
I wrote him, outlining the proposal contained in my letter to 
you of June 6, 1963,—and enclosing the material which you sent 
me on June 11, 1963. 

As you can see, Mr. Gross is quite willing to discuss this pro- 
posal at their next Directors’ meeting,—but before doing so, 
would naturally like to clarify the personal aspect of any re- 
lationship which might develop between your two companies. 
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I will, therefore, await, your word as to how you would like 
to proceed further with this matter,—and I can assure you that 
both Mr. Gross and I will be happy to ‘cooperate to the best 
of our ability in whatever arrangements you might want to 
set up for bringing the principals together. 
Thank you for your continued interest,—and all good wishes. 


Cordially yours, 
Muarp B. Devtscx, 
President. 


[Federal Communications Commission Exhibit No. J-147 
presented by Justice Department] 
[2327] Gross TrLEcastine, Inc. 
PRELIMINARY STUDY—JUNE 6, 1963 


[2328] Sales and earnings report 
{1n millions of dollars) 


Sales Earnings 


+663 
583 
40 
672 
. 76 
674 
+142 
+725 
-639 
420 
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Gross Txiecastine Inc. 
Comparative earnings report, year ending 12/31 
{In millions of dollars] 


Consolidated balance sheet, a8 of 12/31 
(In millions of dollars) 


Total equity—..-_..-... 


Total liabilities & equity. ...---------------------+--0- 
EE ———_——— 
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[2331] Capitalization: 


Common Stock: 200,000 Shares $1 Par (600,000 Shares Au- 
thorized) 
Class “B” Common Stock : 200,000 Shares $1 Par, authorized 


(Dividend restriction applies on Class B stock thru 1964; 
is convertible 3/31/64 for common on a share-for-share 
basis) 


Retained Earnings. 


Book Value per Common & Class B Common Share: $11.77. 
Share-holders: 

Common: 1750. 

Class B: 7. 

(Gross family owns 98.8% of Class B & 3.9% of Common) 

Price/Earnings Ratio: 15. 

Book Value/Earnings Ratio: 7. 

[2332] Incorporated 1937 in Michigan. 

Acquired radio station WJIM from H F Gross at incorpora- 
tion, station started operations in 1934. Station is a CBS outlet 
operating at 1,000 Watts; located in Lansing, Michigan. Ac- 
quired FM license and started FM broadcasts in 1960. Operates 
WJIM-TV transmitting at 25,000 watts, affiliated with ABC & 
CBS basic networks. 

Television contributes 90% of gross revenue, radio 10%. 

Offices, studios, and transmitters are located in Lansing, 
Michigan, in a building containing 26,000 square feet. 

Employees: 70. 


[2333] Estimates of Earnings Dilution 


Several bases for offers to acquire Gross Telecasting are ex- 
plored in the following computations to determine: 
a) the effect on ITT 1962 earnings per common share; 
and 
b) the effect on dividends to present shareholders. 
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Basic data and assumptions 


Gross 


Outstanding shares 12/31/62. . 400, 000 
1962 Earnings (after Pref. Dividends) 662, 648 
1962 Earnings per common share. : 1,66 
Market (NYSE W-OTC 5/31/63)24B an 3 
Current Indicated Annual Dividend Rate 1... 2,95 


(a) All Common—Current Market ($10,000,000=15 x 1962 
Earnings) (.5 share of ITT for each share of Gross or 1 share 
ITT for each 2.0 shares of Gross) 


After Combined 
Acquisition 


Shares Outstanding 
Earnings (after Pref. Div.) 


Earnings per Share. . 
Dilution per Share... 
Equivalent ITT Dividend Rate. 


(b) 25% Premium—Current market ($12,500,000=19 
X1962 Earnings) 
All Common .625 Share of ITT for each share of Gross; 
on 1 share ITT for each 1.60 shares of Gross 


Combined 


Shares Outstanding. ae . 16, 746, 956 
Earnings (after Pref. Div.) a 

Earnings per Share... 

Dilution per Share... 

Equivalent ITT Dividend Rate av. 


[2334] (c) 25% Premium Current Market ($12,500,000 
191962 Earnings) 
Premium In 4% Prepared: $2,500,000=25,000 Shares 


$100 Par 
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Balance In Common: $10,000,000=200,000 Shares 


Equivalent ITT Dividend Rat 


(d) 25% Premium=$31.25/Share=17.9X1962 Earnings 
Current Market (12,500,000=19 1962 Earnings) 
50% In 4% Preferred: $6,250,000=62,500 Shares $100 
Par (Div’d=$250,000) 
50% In Common: $6,250,000=125,000 Shares (Div’d 
=125,000) 


Shares Outstanding.... s 16, 496, 056 
- 40,075,000 


Norx.—Dividend On Preferred =$1.25 Per Share. 
Dividend On Common=$0.625 Per Share. 


(e) at 30% above Current Market ($32.50/sh—$13,000,000— 
196 1962 earning) 
Y% 4% Ref. 6,500,000 @ $100 Per=65,000 
(dividend) $260, 000 
1% Common 6,500,000 @ 50/sh=130,000 sh 130,000 


390, 000 


Irt After Combined 
Acquisition 


16, 496, 056 130,000 16, 626,966 
40, 078,000 402,648 40,477, 48 


1 Average. 


Or: 
32.50 in preferred 40%=1.30 per sh. 
32.50 in common=.65 per sh. 
$700,000 X 18.6=$13,000.000. 
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[2335] An offer to acquire Gross Telecasting, Ine. is explored 
in the following computations to determine as of October 21, 
1963 and December 10, 1963: 
a) the effect on ITT 1963 earnings per common share; 
and 
b) the effect on dividends to present Gross Shareholders. 


1, Basic data and assumptions as of October 21, 1963 


Outstanding shares 12/31/63. 

1963 Earnings (after Pref, Div.)... 
1963 Earnings per common share. 
Market (NYSE 10/21/63). 


Indicated Annual Dividend 


' Class A, 
3 Class B, 


Proposal: $32.50/sh.=$13,000,000; 18.6 Projected 1963 
earnings 
50% in 4% Pref.—$6,500,000 @ $100 Par=65,000 
shares; Div. $260,000. 


50% in Common—$6,500,000 @ $50./sh.=130,000 
shares, 


After Acquisition Combined 
TTT 
Shares Outstanding. : % 
Earnings (after Pref. Div.) 
Earnings per Share... 
Dilution per Share. 


Equivalent ITT Dividend Rate. 


Outstanding shares 12/31/63...... 
1963 Earnings (after Pref, Div. 
1963 Earnings per common share. 
Market (NYSE 12/10/63) 


278-719 —67——37 
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Proposal: $32.50/sh.=$13,000,000; 18.6 Projected 1963 
earnings 
50% in 4% Pref—$6,500,000 @ $100 Par=65,000 
shares; Div. $260,000. 
50% in Common—$6,500,000 @ $5456 sh.=118,994 
shares. 


1 No dilution. 


[2337] [Federal Communications Commission Exhibit No. 
J-148; presented by Justice Department] 


Mutuarp B. Devtscx & Co., 
Chicago, Ill., June 6, 1963. 
Air Mail 
Personal and Confidential 
Mr. Srantey LUKE, 
Assistant Vice President, International Telephone & Telegraph, 
New York, N.Y. 

Dear Mr. Luxe: Thank you very much indeed for your 
phone call of Monday, June 3rd, expressing interest in the tele- 
vision and radio broadcasting operation about which I wrote Mr. 
Geneen on May 20th. 

In accordance with our discussion, I am enclosing herewith 
a copy of the 1962 Annual Report for Gross Telecasting, Inc., 
as well as their report for their first quarter of 1963, together 
with resumé of their annual stockholders meeting held on 
March 26, 1963. 

From this, as well as from the historical data which you might 
have gleaned from Moodys or Standard and Poor, this has 
been a highly successful operation for many years, and will un- 
doubtedly continue to be,—but Mr. Gross realizes that for real 
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growth, it would be well for him to be associated with a larger 
company, like yours, in which he would play a leading role for 
the next five years or so, in putting together a full chain of 
stations, that would contribute to a significant portion of your 
total income. 

Based on his anticipated earnings of $700,000 or more net 
for 1963, and considering the fact that all 200,000 of the Class 
“A” shares of his company are in the hands of the public, 
whereas he personally holds all 200,000 of the Class “B” shares 
(which are convertible to Class “A” shares at his option), I 
have tried to come up with a type of transaction that would be 
of interest to both classes of Gross shareholders, and would at 
the same time make a worth-while contribution to your common 
per-share earnings. 

As you will see, the class “A” shareholders have been receiv- 
ing dividends ‘of $1.60 per share for many years, involving a 
total of $320,000 on the 200,000 shares outstanding. To give 
them an equivalent dividend income using say your 4% cumu- 
lative Series C convertible preferred stock would involve around 
8 million dollars, and if Mr. Gross, who is not [2338] too inter- 
ested in ordinary income—but would prefer the appreciation 
opportunities represented in your common stock—were to ob- 
tain an equal amount of your common stock, this might be fine 
for them, but I don’t feel would provide the sort of per-share 
income that you should have. 

I have therefore arbitrarily established a figure of around 
$3.00 per share as the contribution which this operation should 
make, both before and after conversion—and on this basis, this 
would involve around 6.5 million dollars each of your 4% 
Series C cumulative convertible preferred stock ($100 par), and 
your common stock, with the convertible preferred going to 
Gross Class “A” shareholders and the common (approximately 
130,000 shares) to the Class “B” shareholders (Harold Gross). 
Although the dividend income to the Class “A” shareholders 
would obviously be reduced from their current level, I think 
they could be persuaded that the increase in market value would 
more than make up for this. 
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Of course, in these computations, I have based my assump- 
tions on the complete conversion of the convertible preferred 
stock, but as is obvious, and depending on the call, provisions 
of your convertible preferred stock, you could get further tre- 
mendous leverage on the per-share earnings of the common 
stock issued in this transaction, if you were to use some or all 
of the surplus cash to call the preferred stock issued, either in 
whole or in part. 

Incidentally, you might want to keep their investment in the 
debentures of Aero Geo Astro Corporation, if that company 
looks good to you, and the business interests you,—or you 
might want to cash it in and utilize the money in other ways—in 
which event I feel certain that firms like Electro-Science Inves- 
tors, Electronics Capital Corporation, and others who specialize 
in investments of this type, would prove to be willing buyers. 

I hope this type of thinking will strike a responsive chord 
with your company,—and that we can soon develop this situa- 
tion into a transaction that will prove mutually pleasant and 
beneficial for all parties concerned. I will appreciate hearing 
further from you at your early convenience——and would wel- 


come receipt of at least two copies of your last Annual Report 
and interim statement, so that I can send one on to Mr. Gross, 
and retain the other in my files. 
Thank you again for your interest and consideration, and all 
good wishes. 
Cordially yours, 


Miuuarp B. DeutscH, President. 


[2339] [Federal Communications Commission Exhibit No. 
J-149; presented by Justice Department] 


Mutiarp B. DeutscH «& Co., 
Chicago, Ill., July 15, 1963. 

Personal and Confidential 
Mr. Harotp F. Gross, 
President, Gross Telecasting, Inc., Lansing, Mich. 

Dear Hal: In accordance with our phone conversation of 
Thursday, July 11th, I called Mr. Luke at IT&T, to advise him 
of the fact that your Board of Directors had authorized you te 
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proceed with the investigation of a possible affiliation between 
your two companies,—and that to this end, you and Mr. Skinner 
would like to meet with the IT&T people in New York, at some 
mutually convenient time after July 24th. 

Mr. Luke indicated that he is going to the west coast again 
on the Cannon Electric Co. matter, and that Mr. John Graham, 
whom he would also like to have in on such a meeting, will be 
in Europe for practically the balance of the month of July,— 
So it looks as though it will be early August before our meeting 
can be arranged. 

We therefore agreed that Mr. Luke will call me on Thursday, 
August Ist, to try to set a definite date at that time,—or if both 
he and Mr. Graham find themselves together in New York 
before then, that he will contact me at that time, to try to set 
up appropriate plans. 

Obviously, as soon as I hear from Mr. Luke, I will be in 
touch with you, Hal. Meanwhile,—kindest personal regards.— 
and all good wishes. 

Cordially yours, 
Miuuarp B. Devtscu, President. 


[2340] [Federal Communications Commission, Exhibit No. 
J-150; presented by Justice Department] 
Muiiarp B. Devurscx «& Co., 
Chicago, Ill., August 6, 1963. 
Personal and Confidential 
Mr. Harold F. Gross, 
President, Gross Telecasting, Inc., 
Lansing, Mich. 

Dear Hat: I again called Mr. Luke at IT&T on Friday, Au- 
gust 2nd, to see whom we might get together with them in 
New York,—but found that he and Mr. Graham have been 
completely involved in their just-announced acquisition of John 
J. Nesbitt, Inc..—and that Mr. Geneen has been in Europe.— 
so that he just hasn’t been able to set a specific date as yet. 

However, Mr. Luke has assured me of their continuing in- 
terest in going into the matter with you,—and says that as soon 
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as he can firm up a definite appointment with his people, that 
he will phone me accordingly, whereupon I will then contact 
you. 
Until then —kindest personal regards. 
Cordially yours, 
Miuuarp B. Devtscx, President. 


[2841] [Federal Communications Commission, Exhibit No. 
J-151; presented by Justice Department] 


Miutarp B. DeutscH & Co., 
Chicago, [ll., August 20, 1963. 
Air Mail 
Personal and Confidential 
Mr. Stantey Luxe, 
Assistant Vice President, 
International Telephone & Telegraph Corp., 
New York, N.Y. 

Dear Mr. Luxe: It appears that I will be in the New York 
area the latter part of the week of September 2nd,—and I am 
therefore wondering if it might be possible to arrange for your 
meeting with Messrs. Gross and Skinner at that time, say 
Wednesday or Friday, September 4th or 6th. 

Of course, I haven’t.as yet checked these dates out with these 
gentlemen, but if you find that one of them will work out for 
your people, and will advise me accordingly as quickly as pos- 
sible, I will do my best to confirm without delay. 

I hope we can get together soon,—and meanwhile extend all 
good wishes. 

Cordially yours, 
Mutarp B. Deursca, President. 


[2342] Gross TELEcaAsTING, Inc. 


PRELIMINARY STUDY 
June 6, 1963. 


Year ending 12/31— 


Percent 


For 3 months ending 3/31— 


Comparative earnings report, year ending 12/31 
{In millions of dollars) 


1962 1961 
Amoant Percent Amount Percent 


2.450 100.0 2.348 100.0 
- 08 3.2 22.5 


1,882 77.5 
Selling, ete. Expenses... . 32.4 


Income on Sales. . 45,1 
Other Income. 61 


Other Expenses... 
Income before Taxes. 
Income Taxes...... 
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Consolidated balance sheet, as of 12/31 
{In millions of dollars) 


Assets: 
Cash & Marketable Securities... 
Receivables, net... 
Property, net... 


Other Assets__. 


Total Habilities. ....cncccccccccccccccccccenenccccecsccsseccececcccccccces: mace 


Shareholders’ equity: 


[2346] Capitalization: 
Common Stock: 200,000 Shares $1 Par (600,000 Shares 
Authorized) 
Class “B” Common Stock: 


(Dividend restriction applies on Class B stock thru 1964; 
is convertible 3/31/64 for common on a share-for-share 
basis) 

Retained Earnings. 


Book Value per Common and Class B Common Share: $11.77 
Share-holders : 
Common: 1750 
Class B: 7 
(Gross family owns 98.8% of Class B and 39% of 
Common) 


Price/Earnings Ratio: 15 
Book Value/Earnings Ratio: 7 
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[2347] CALCULATION OF FUNDED DEBT BORROWING CAPACITY AS OF 
DECEMBER 31, 1962 


otal “Assetei nso cdsacnccarascacerecssseheecaweneoscwsteeeeeo $5, 347, 145 


Intangibles 
Investment in unconsolidated. 


Subsidiaries 
Tangible Assets... 


Liabilities, total 
Excluding Long-Term Debt. 


Asset Base for Borrowing Capacity_------------------------- 
(Divided by Ratio of 2.33:1, Minus 1) 


Gross Borrowing Capacity_----------------------------- 
Existent Long-Term Debt. 

Preferred Stock, Including Subsidiaries. 

Guarantees of Subsidiary Borrowing 


Net Funded Debt Borrowing Capacity. 


[2348] Incorporated 1937 in Michigan. 


Acquired radio station WJIM from HF Gross at incorpora- 
tion, station started operations in 1934. Station is a CBS outlet 
operating at'1,000 Watts; located in Lansing, Michigan. Ac- 
quired FM license and started FM broadcasts in 1960. Operates 
WJIM-TV transmitting at 25,000 watts, affiliated with NBC, 
ABC, & CBS basic networks. 

Television contributes 90% of gross revenue, radio 10%. 

Offices, studios, and transmitters are located in Lansing, 
Michigan, in a building containing 26,000 square feet. 

Employees: 70. 


[2349] Estimates oF Earninaus Dinvution 


Several bases for offers to acquire Gross Telecasting are ex- 
plored in the following computations to determine: 
a) the effect on ITT 1962 earnings per common share; 
and 
b) the effect on dividends to present shareholders. 
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Basic data and assumptions 


Market (W-OTC 5/31/63—-24B & 2574A........ 
Current Indicated Annual Dividend Rate.... 


1 Average. 
Note: 1961 & 1962 Dividends: 
$1.60 on 200,000 Common Shares—$320,000. 
-30 on 200,000 Class B Shares—$60,000. 
a) All Common—Current Market ($10,000,000=15 x 1962 
Earnings) (.5 share of ITT for each share of Gross or 1 share 
ITT for each 2.0 shares of Gross) 


b) 25% Premium—Current market ($12,500,000=19 x 1962 
Earnings) 
All Common .625 Share of ITT for each share of Gross; 
or 1 Share ITT for each 1.60 shares of Gross 


After Combined 
Acquisition 


Shares Outstanding... ae0 250, 000 16, 746, 956 


[2350] ¢) 25% Premium Current Market ($12,500,000=19 
1962 Earnings) 
Premium In 4% Preferred: $2,500,000—25,000 Shares 
$100 Par 
Balance In Common: $10,000,000=200,000 Shares 
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d) 25% Premium Current Market (12,500,000—19 x 1962 
Earnings) 
50% In 4% Preferred: $6,250,000—62,500 Shares $100 
Par 
50% In Common: $6,250,000=125,000 Shares 


Diution per Share......... 
Equivalent ITT Dividend 


[2351] [Federal Communications Commission, Exhibit No. 
J-152; presented by Justice Department. ] 


(2351) Comparison of Gross Telecasting and Travelers 
[Assuming prices of $13,000,000 and $35,000,000} 


5, 565, 703 

3,876, 722 

6, 801, 667 

19.62 1,135, €06 

5, Sales average, 1950/1962. _ 5,30 5,953, 000 

6. Earnings average, 1950/1962. . 2.33 1,113, 250 
7. 1962 cash flow (carnings before de- 

preciation and amortization costs). 726, 506 17.89 1,994, 587 


If ratios developed above for gross (in colamn “B’’) are applied to corresponding data for Travelers 
(in column “‘C’’) resultant proportional purchase cost for Travelers would be: 
1, Common equity, $5,565,793¢2.76 =» $15,361,589 
2. Tangible equity, $3,876,722X2.76—$10,600,753 
3. Sales, 1962, $6,801,667%X5.31= $36,116,852 
4. Earnings, 1962, $1,135,696<19.62=$22,282,356 = Average $24,903,855 
5. Bales, average 1950/1962, $5,953,0005.30= $31,550,900 
6. Earnings, average 1050/1962, $1,113,25020.33 $22,622,373} 
7. 1962 cash flow, $1,904,587X17.80=$35,683,161 
If ratios developed for Travelers (in column “D”) are applied to corresponding data for gross to 
oolamn “‘A’’) resnitant proportional purchase cost for gross would be: 
1. Common equity, $4,706,632 6.29 $27,064,715 
2. Tangible equity, $4,706,6529.03= $42,500,887 
3. Sales, 1962, $2,450,167X5.15=$12,618,360 
4. Earnings, 1962, $662,64830.82—$20,422,511 = Average $21,776,050 
5. Sales, average 1950/1962, $2,454,0005.88— $14,429,520 
6. Earnings, average 1959/1962, $639,500%31.44 = $20,105,880 
7. 1962 cash flow, $726,500X17.55=$12,750,180 
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[2352] Travelers Broadcasting Service Corp., Hartford, 
Conn. Products: Operates WTIC & WTIC-TV. Sales: 
$6,801.667 (Y/E 12/31/62). Earnings: $1,135,696=16.7%. 
P/E Ratio: 30.8. Dividend: $50.00. Earnings/Share: $1,136. 
Market Price: Not Traded; Book Value $5,566. Total Market 
Cost: $35,000,000; Common Equity; $5,565,793"; Common 
Shares: 1,000 Funded Debt: $650,000. 


Gross Telecasting, Inc., Lansing, Mich. Products: Operates 
WJIM & WJIM-TV. Sales: $2,450,167 (Y/E 12/31/62). Earn- 
ings: $662,648—27.1%. P/E Ratio: 15.4. Dividend: i. 
Earnings/Share: $1.66. WOTC Market Price: $25.50 
(9/20/63); Book Value $11.77. Total Market Cost: $10,200,- 
000; Common Equity: 4,706,632; Common Shares: 400,000; 
Funded Debt: None. 


12/381 Y/E 1962 


[2353] [Federal Communications Commission Exhibit No. 
J-153; Presented by Justice Department] 
SEPTEMBER 30, 1963. 
Mr. Harotp F. Gross, 
President, Gross Telecasting, Inc., 
Lansing, Mich. 

Dear Hat: In accordance with our conversation this morn- 
ing, I am indicating below the names of the principal officers 
of some of our most recent and/or contemplated acquisitions. 
Feel perfectly free to contact any of these gentlemen: 


*Includes $1,689,071 Capitalized Development Costs 
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Mr. Calvin K. Townsend, Chairman of the Board, Chief 
Executive Officer & Treasurer, Jennings Radio Manufacturing 
Corporation, 970 McLaughlin Avenue, San Jose, California. 
Telephone Co.: Cypress 2-4025 (Area Code 408). 

Mr. R. Edwin Moore, Chairman of the Board, Bell & Gossett 
Company, Morton Grove, Illinois, Telephone No.: YO 6-3700. 

Mr. William A. Ray, President, ITT General Controls, Inc., 
801 Allen Avenue, Glendale 1, California. Telephone No.: 
(213) 849-2181. 

Mr. Albert J. Nesbitt, Chairman of the Board, John J. 
Nesbitt, Inc., State Road & Rhawn Street, Philadelphia 36, 
Pennsylvania. Telephone No.: DE 2-2400. ; 

Mr. Robert Cannon, President, Cannon Electric Company, 
3208 Humboldt Street, Los Angeles 54, California. Telephone 
No.: 225-1251. 

Sincerely yours, 


Sranuey Luke, Vice President. 


{2354] [Federal Communications Commission Exhibit No. 
J-154; presented by Justice Department] 


INTERNATIONAL TELEPHONE & TELEGRAPH Corp., 
October—, 1963. 
Mr. Harotp F. Gross, 
President, Gross Telecasting, Inc., Lansing, Mich. 

Dear Mr. Gross: We submit for your consideration a pro- 
posal relating to the transfer of the business and substantially 
all the assets of Gross Telecasting, Inc. (“Gross”) to Interna- 
tional Telephone and Telegraph Corporation (“ITT”) or a 
wholly owned subsidiary of ITT as ITT may elect and the as- 
sumption by the transferee corporation of substantially all the 
liabilities of Gross. This proposal is made upon the following 
terms and subject to the following conditions: 

1, Upon such transfer of business and assets ITT will issue 
and cause to be delivered to Gross for each share of Class B 
Common Stock ($1.00 par value) .65 and each share of Class A 
Common Stock ($1.00 par value) of Gross issued and outstand- 
ing on the date of such transfer (.65 of a share of the Capital 
Stock (no par value) of ITT) and (.325 of a share of Cumula- 
tive Preferred Stock ($100 par value) of ITT with full voting 
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rights, carrying a dividend rate of 4% per annum and converti- 
ble into ITT Capital Stock at $63.00 per share of Capital 
Stock.) It is understood that this proposal applies only to 
shares of Common Stock and Class B Common Stock of Gross 
issued and outstanding at December 31, 1962, and shares of 
Common Stock issued prior to such date of transfer on conver- 
sion of shares of Class B Common Stock. It is further under- 
stood that if, prior to such date of transfer, ITT should— 


(a) declare any dividend payable in shares of its Capital 
Stock, or 

(b) issue of transfer from its treasury any shares of its 
Capital Stock (other than shares issued pursuant to con- 
version of debentures, notes and preferred stock and the 
exercise of options outstanding at the date hereof or in 
connection with the acquisition of the assets of Cannon 
Electric Company, John J. Nesbitt, Inc. and Gilfillan 
Corporation or in connection with the exercise of substi- 
tute options issued on such acquisitions) for a considera- 
tion less than $— a share prior to such date of transfer, or 

(c) split or combine its shares of Capital Stock, or 


[2355] (d) declare any extraordinary distribution on its 
shares of Capital Stock prior to such date, 
appropriate adjustment will be made in the of a share 
of ITT Capital Stock issuable in respect of each share of com- 
mon stock of Gross. 

2. This proposal is subject to the following conditions: 


(a) ITT, acting through its own managenent personnel, 
its counsel, its accountants or other representatives de- 
signated by it, shall have full opportunity to examine 
Gross’ books and records, to determine the acceptability to 
it of Gross’ titles to properties and the condition of its 
places and to investigate all aspects of Gross’ business and 
of all its assets and liabilities and ITT shall be satisfied 
to proceed with this proposal upon completion of such ex- 
amination and investigation. ITT agrees that should the 
acquisition contemplated herein not be consummated for 
any reason. ITT will deliver to Gross all documents, work 
papers and other material obtained in such investigation 
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by it or on its behalf and will use its best efforts to keep 
confidential all information concerning Gross obtained by 
it or on its behalf in such investigation. 

(b) ITT and Gross shall have received favorable 
opinions on such legal matters in connection with the 
transaction as they deem pertinent prior to signing the 
formal agreement referred to below. 

(c) The Boards of Directors of ITT and Gross shall 
have ratified this proposal. 


3. As soon as reasonably practicable after acceptance of this 
proposal, ITT and Gross will enter into a formal agreement. 
Such formal agreement may require the approval of the Boards 
of Directors of both parties. In addition, the agreement and the 
transfer therein provided for will be submitted to the stock- 
holders of Gross for their approval. Gross will call a special 
meeting of its stockholders for such purpose to be held not later 
than 120 days after the date of execution of the formal agree- 
ment. Pending the execution of the formal agreement Gross 
will not discuss or negotiate with any other corporation, firm 
or other person, or entertain or consider any inquiries or pro- 


posals relating to, the possible disposition of its business and 
assets and will conduct its business only in the ordinary course. 

4. The formal agreement referred to in paragraph 3 above 
will among other things— 


[2356] (a) set forth certain representations and warranties 
of Gross with respect to financial statements, litigation, tax 
and other liabilities, collectibility of all receivables, titles 
to properties, material contracts, contracts with manage- 
ment, patents, trademarks, undisclosed liabilities and such 
other items as may bear upon the value acceptability to 
ITT of the business and assets of Gross and such rep- 
resentations by ITT as Gross may reasonably request, all 
representations and warranties to survive the closing for 
twenty-four months; 

(b) provide for the calling of a meeting of stockholders 
of Gross to vote upon the transaction and a meeting of 
the stockholders of ITT, which may be the next annual 
or a special meeting, to authorize the additional shares of 
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cumulative preferred stock necessary to consummate the 
transaction ; 

(ce) restrict Gross as to the incurring of additional in- 
debtedness for borrowed money, declaring of dividends 
at a rate in excess of dividends already declared in 1963, 
granting of stock options, entering into employment agree- 
ments with officers or directors, granting other than normal 
increases in compensation, and entering into material 
transactions otherwise than in the ordinary course of 
business; 

(d) provide that the transfer of business and assets shall 
be not later than May 15, 1964; 

(e) provide for the receipt by ITT from such stockhold- 
ers or management personnel of Gross as may be specified 
by counsel for ITT of underriskings satisfactory to ITT 
that no distribution will be made by any of such persons 
of shares of Preferred or Capital Stock of ITT received 
upon liquidation of Gross or upon conversion of such 
Preferred Stock except (i) within the limits and in ac- 
cordance with the applicable provisions of Rule 133 of 
the General Rules and Regulations under the Securities 
Act of 1933 prescribed by the Securities and Exchange 
Commission pursuant to said Act or (ii) by gifts to donees 
who, or by private sale to persons who, agree to acquire 
such shares for investment and not for the purpose of 
resale or with a view to the distribution thereof; 

(f) provide for the termination or abandonment of the 
transaction before or after the meeting of stockholders of 
Gross: 

(i) by mutual consent of the parties’ Boards of 
Directors; 


[2357] (ii) by the Board of Directors of either party if in 
the opinion of such Board there has been a material 
misrepresentation or a breach of warranty on the part 
of the other party in the representations and war- 
ranties set forth in the formal agreement referred to 
above; 

(iii) by the Board of Directors of either ITT or 
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Gross if the transaction shall not have been consum- 
mated by May 15, 1964; 

(iv) by the Board of Directors of Gross if it shall 
not receive from the Internal Revenue Service a ruling 
(i) that for Federal income tax purposes, no gain or 
loss will be recognized to Gross or its stockholders by 
reason of the transfer of assets contemplated hereby 
or by receipt of the ITT shares and (ii) that the ITT 
Preferred Stock will constitute section 306 stock 
within the meaning of section 306(c) (1)(B) of the 
Internal Revenue Code of 1954 but, pursuant to the 
exception contained in section 306(b)(4), section 
306(a) will not apply to a sale or disposition by Gross 
stockholders of such ITT Preferred Stock or any Cap- 
ital Stock received on conversion thereof: 

(v) by the Board of Directors of ITT if the net 
worth of Gross as set forth in the balance sheet of 
Gross as of October 31, 1963, certified by Arthur 
Young & Company as to fairness of presentation and 
compliance with generally accepted accounting prin- 
ciples, applied on a basis consistent with that of the 
preceding year, shall be less, in the unqualified opin- 
ion of Arthur Anderson & Co., than (x) the net worth 
of Gross determined on the foregoing basis as shown 
in the balance sheet of Gross as of December 31, 1962, 
certified by Arthur Young & Company and reported 
to Gross’ stockholders, plus (y) net income of Gross for 
the 10-month period ending October 31, 1952, less (z) 
dividends declared or paid after December 31, 1962; 

(vi) by the Board of Directors of ITT if the income 
of Gross for the 10-month period ending October 31, 
1963 certified by Arthur Young & Company as to 
fairness of presentation and compliance with generally 
accepted accounting principles applied on a basis con- 
sistent with the preceding year, shall in the unqualified 
opinion of Arthur Anderson & Co. [2358] be less than 
the net income determined on the foregoing basis of 
Gross for the 10-month period ending October 31, 
1962. If inventories are significant, for the purposes 

278-719 —67——__38 
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of giving such opinion, Arthur Anderson & Co. will 
rely on the certification of Arthur Young & Company 
as to inventories of Gross as of December 31, 1962; 

(vii) by the Board of Directors of either Gross or 
ITT if such Board shall determine in its sole discre- 
tion that the transaction has become inadvisable or 
impracticable by reason of the institution by state, 
local or federal governmental authorities of material 
litigation or proceedings against either or both of the 
parties; 

(viii) by the Board of Directors of ITT in the 
event that any required approval of federal or state 
regulatory agencies, including the Federal Communi- 
cations Commission, is not obtained with respect to 
the transfer of control and licensed or in the event the 
stockholders of ITT shall not have authorized the 
shares of preferred stock necessary to consummate 
the transaction. 


If the foregoing proposal is agreeable to you, and you are 
prepared to accept it, subject to the approval of Gross’ 
Board of Directors and to recommend it to said Board, would 


you please so indicate on the copy of this letter enclosed here- 
with in the space provided, and return the same to the under- 
signed as soon as you can conveniently do so. 

Very truly yours, 

INTERNATIONAL TELEPHONE AND TELEGRAPH Corp., 


Vice President. 
Accepted this — day of October, 1963. 
Gross TELECASTING, INc., 


[2359] [Federal Communications Commission Exhibit No. 
J-155; presented by Justice Department] 
Ocroszr 21, 1963. 
Memorandum To: Mr. J. J. Graham. 
Subject: Gross Telecasting, Inc. 
Hall Gross is planning on calling you the week of Novem- 
ber 4th to set up a meeting with Mr. Geneen and yourself. For 
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your information, the proposed terms of the Gross acquisition 
are set forth below. 

We would pay $13,000,000 for Gross, which represents $32.50 
per share. Gross has 400,000 shares of stock outstanding— 
200,000 A shares practically all in the hands of the public and 
200,000 B shares practically all in the hands of the Gross family. 
For the A shares I propose a 4% preferred, convertible at $65. 
This represents 65,000 shares of ITT preferred for the 200,000 
Gross A shares. For the 200,000 B shares I propose 130,000 
shares of ITT common pegged at $50 a share. Based upon a 
minimum of net income after taxes of $700,000 this year, the 
above represents 18.6 times 1963 earnings. If you subtract 
from the $13,000,000 purchase price the $4,000,000 in cash, 
the price earnings ratio then approximates 13 times earnings 
and about 11 times cash flow. The applicable calculation, to- 
gether with the most recent Balance Sheet and P&L State- 
ment of Gross are attached hereto. 

Sranuey Luxe. 
[2360] Proposal: $32.50/sh. for 400,000 total shares out- 
standing=$13,000,000 (18.6 projected 1963 earnings) 

For 200,000 Class A shares—65,000 shares ITT Pref. $100 


Par—$6,500,000 (dividend $260,000) 

For 200,000 Class B shares—130,000 shares ITT Common @ 
$50—$6,500,000 

Dilution computation: (Projected 1963 including all acqui- 
sitions through Gilfillan) 
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[2361] [Federal Communications Commission Exhibit No. 
J-156; presented by Justice Department] 


Ocrosrer 23, 1963. 
Memorandum for File: A. G. Kandoian 
Subject: Gross Telecasting Corp., Lansing, Michigan 
At Mr. Luke’s request, I visited the Gross Telecasting Cor- 
poration in Lansing, Michigan, on October 18. The purpose was 
to give an engineering evaluation of the operation of Stations: 


WJIM-TV Channel 6 (82-88 mc) 
WJIM-FM (97.5 mc) 
WJIM-AM (1240 kc) 


I had telephone contact with Mr. Harold Gross, majority 
stockholder, on October 17 and 18, but did not meet him per- 
sonally. He said he had to go out of town. I spent my time with 
Mr. Carl Onken, Chief Engineer, and a few other station per- 
sonnel who showed me whatever I was interested in. In ac- 
cordance with ’phone agreement with Mr. Gross, I did not dis- 
cuss possible acquisition with Carl Onken or other WJIM 
personnel. 

Following is a summary of conclusions: 

1. There is an adequate supply of good quality transmitting, 
studio, video and audio equipment, including two separate TV 
transmitters (25 kw regular and 5 kw standby), and two sepa- 
rate antenna systems, standard on 1000 ft. tower at transmit- 
ting site some eight miles from studio, and standby on 440 ft. 
tower near the studio building, normally used for AM and 
FM only. They also have video tape equipment. 

2. The studio is inter-connected with the transmitter by 
means of an RCA microwave link which has been very reliable. 

3. The operation and maintenance of the equipment is good. 
There appears to be no evidence of excessive outage time. 
There appears to be a sufficient supply of spares. 

4. The personnel is adequate and those I talked to appeared 
quite competent. 

5. The equipment is in good condition and, with adequate 
maintenance, should last a long time. Some of the studio and 
synchronizing equipment could be replaced with smaller and 
more compact solid state gear, which would require less power 
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and space. However, this is not an urgent need. Updating and 
modernizing with solid state studio equipment might involve 
in the neighborhood of $50,000. 

[2362] 6. They can handle network color on their station, but 
CBS does not have much, if any, color transmission. They do 
not generate color programs of their own. 

7. Most of their equipment, ineluding high power transmit- 
ters and antennas, are RCA design. They do not have a mainte- 
nance contract, but get very good service on the rare occasions 
when they need parts or service in a hurry. 


[2363] [Federal Communications Commission Docket No. 
16S28, Exhibit No. J-157; presented by Justice Department] 


NoveMBER 19, 1963. 
Memorandum To: Mr. H.S. Geneen 
Subject: Gross TV 
Hal Gross, President of Gross TV, called to say he had talked 
with John Brick of Paine, Webber. Brick stated that he had 
been talking to you and that you said that you had not had the 
opportunity to meet Gross, but that you were interested in 


seeing him at a convenient time. Gross told me that he would 
like to meet you at any time you suggest. He mentioned the 
week of December 2nd as a possibility. Is there any message 
you would like me to relay to Hal Gross? 


Stan ey LuKE. 


[2364] [Federal Communications Commission Exhibit No. 
J-158; presented by Justice Department] 


[2365] NoveMBER 8, 1963. 
Mr. Albert Pratt, 

Paine, Webber, Jackson & Curtis, 

24 Federal Street, 

Boston, Mass. 


Dear Albie: Thanks for your letter of October 14. I have sent 
the enclosures over to Jack Graham in whose area this falls. 

I have not yet met Harold Gross, mainly because I have been 
out of the country pretty steadily for the last several weeks. 
From all the reports I get he must be a very fine fellow. 
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I appreciate your offer to help and, as soon as we get to a more 
definitive point, I will give you a call. 
In the meantime, it was very pleasant to hear from you 
and when you are in New York why not drop in and say hello. 
Best personal regards. 
Sincerely, 


[2366] Paring, Wesper, JAcKSoN & CuRTIs, 
Boston, Mass., October 14, 1963. 


Mr. Harold S. Geneen, 

President, International Telephone & Telegraph Corp., 
67 Broad Street 

New York,N.Y. 

Dear Hal: This letter and enclosures can await your return 
from Europe. 

We have been talking frequently with Harold Gross about 
your discussions. I think he is favorably inclined provided that 
he can have some kind of assurance of a good working relation- 
ship in the future. Obviously, this is not the kind of thing that 
can be guaranteed by contract; it depends upon an understand- 
ing between the personalities involved. I have told Harold Gross 
that I felt he should talk directly to you and that you were 
the only person who could satisfy him as to the compatibility of 
a working arrangement in the future. I further told him that I 
believed the two of you would get along together fine. 

As you know, we are bankers for the company. If there is 
anything else I can do to be helpful, please let me know. 

I am enclosing a second letter on another possible acquisition, 
which you may want to pass on to somebody in your organiza- 
tion. 

Warm personal regards, 

Sincerely, 


[2367] 


* 
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[2368] Gross Tetecastine, Inc. 


PRELIMINARY STUDY, JUNE 6, 1963 


[2369] Sales & earnings report 
[$ millions] 


For Three Months Ending 3/31— 
1963. 25.8 
1962. . 3.3 


[2370] Comparative earnings report, year ending 12/31 
[$ millions} 


Gross Profit on Sales..... 
Selling, etc, Expenses. 
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Consolidated balance sheet, as of 12/31 
[$ millions} 


Assets: 
Cash & Marketable Securities. 
Receivables, net... 
Property, net. 
Investment. 
Other Assets. 


Total Assets. 


Liabilities: 


Sharcholders’ Equity: 
Common Stock 


[2372] Capitalization: 

Common Stock: 200,000 Shares $1 Par 
(600,000 Shares Authorized) $200, 000 

Class “B” Common Stock: 200,000 Shares $1 
Par, authorized & issued 200, 000 

(Dividend restriction applies on Class B 

stock thru 1964; is convertible 3/31/64 

for common on a share-for-share basis) 
Retained Earnings 4, 306, 632 


$4, 706, 632 


Book Value per Common & Class B Common Share: $11.77 
Share-holders: 
Common: 1750 
Class B: 7 
(Gross family owns 98.8% of Class B & 3.9% of 
Common) 
Price/Earnings Ratio: 15 
Book Value/Earnings Ratio: 7 
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[2373] Incorporated 1937 in Michigan. 


Acquired radio station WJIM from HF Gross at incorpora- 
tion, station started operations in 1934. Station is a CBS outlet 
operating at 1,000 Watts; located in Lansing, Michigan. Ac- 
quired FM license and started FM broadcasts in 1960. Op- 
erates WJIM-TV transmitting at 25,000 watts, affiliated with 
NBC, ABC, & CBS basic networks. 

Television contributes 90% of gross revenue, radio 10%. 

Offices, studios, and transmitters are located in Lansing, 
Michigan, in a building containing 26,000 square feet. 

Employees: 70 


[2374] Estimates or Earnincs Ditution 


Several bases for offers to acquire Gross Telecasting are ex- 
plored in the following computations to determine: 
a) the effect on ITT 1962 earnings per common share; 
and 
b) the effect on dividends to present shareholders. 


Basic data and assumptions 


ITT 


Market (NYSE W-OTC 5/31/63—24B & 254A... 
Current Indicated Annual Dividend Rate... 


1 Average, 
Note; 1961 & 1962 Dividends: 
$1.60 on 200,000 Common Shares= 320,000. 
$0.30 on 200,000 Class B Shares = 60,000. 
a) All Common—Current Market ($10,000,000=15 x 1962 
Earnings) (.5 share of ITT for each share of Gross or 1 share 
ITT for each 2.0 shares of Gross) 


Equivalent ITT Dividend Rate. 
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b) 25% Premium—Current market ($12,500,000=19 x 1962 
Earnings) 
All Common .625 Share of ITT for each share of Gross; 
or 1 Share ITT for each 1.60 shares of Gross 


16, 496, 956 
40, 075, 000 


Dilation per Share...... 
Equivalent ITT Dividend Rate... 


[2375] ¢) 25% Premium Current Market ($12,500,000=19 
X 1962 Earnings) 
Premium In 4% Preferred: $2,500,000=25,000 Shares 
$100 Par 
Balance In Common: $10,000,000=200,000 Shares 


After 
Acquisition 


16, 496, 956 200, 000 
40, 075, 000 562, 648 
2.43 2.81 


(d) 25% Premium Current Market ($12,500,000=19X 1962 
Earnings) 
50% in 4% Preferred: $6,250,000=62,500 Shares $100 
Par 
50% in Common: $6,250,000=125,000 Shares 


After Combined 
n 
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[2376] [Federal Communications Commission, Exhibit No. 
J-159; presented by Justice Dept.] 
DecemsBer 5, 1963. 
Mr. Au FrrepMan, 
Kuhn Loeb Company, 
New York, N.Y. 

Dear Mr. Frrepman: As requested by you in our telephone 
conversation this morning, we are sending you herewith copies 
of the following information from our files on Gross Telecast- 
ing, Ine.: 

A) Preliminary Study Dated 6/6/63. 

B) Letter Dated 10/21/63 from Luke to Graham with 
attached Dilution Computation. 

C) Survey Memo Dated 10/23/63, Signed by A. G. 
Kandoian. 

D) Gross Telecasting Balance Sheet, Income State- 
ment, and Revenue Statement as of 3/31/63. 

E) Gross Telecasting Balance Sheet, Income Statement, 
Revenue Statement, and Expense Statement as of 9/30/63. 


Mr. Luke would like to have available by Monday, Decem- 
ber 9, as complete a survey of this operation as can be accom- 
plished within the time limitation. 

If any further information is required or if we can be of any 
assistance, please do not hesitate to call. 

Very truly yours, 
E. J. Gurusy, 
Manager Business Development. 


[2377] [Federal Communications Commission, Exhibit No. 
J-160; presented by Justice Department] 


Kouun, Lors & Co., 
Tuiry WALLSTREET, 

New York, December 9, 1963. 
Stan.ey Luge, Esq., 
International Telephone and Telegraph Corporation, New 

York, N.Y. 
Dear Stan: Pursuant to your request, I am enclosing two 

copies of our memorandum discussing valuation of Gross Tele- 
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casting. If you have any questions concerning this subject, 
please do not hesitate to call me. I am at your disposal, should 
you want to go into this matter in further detail. 
Yours, 
Ae 
Auvin E. FrrepMaAN. 
Encl. 


[2378] [Federal Communications Commission, Exhibit No. 
J-160a; presented by Justice Department] 


DEcEMBER 6, 1963. 
Preliminary Draft 


VALUATION OF GROSS TELECASTING 


Gross Telecasting owns and operates television broadcasting 
station WJIM-TV and radio stations WJIM-AM and WJIM- 
FM in Lansing, Michigan. The television station, with trans- 
mitting power of 25,000 watts and effective visual power of 
100,000 watts, is affiliated with the CBS (basic), ABC and NBC 
networks. 

The following table shows the earnings, both reported and 
cash, adjusted to eliminate non-operating income: 


[In thousands of dollars] 


Reported net income before taxes.. 
Deduct: Other income...............2222---22eeeeeeeeeeeee 


Adj. net income before taxes. 
Adj. net income after taxes... 


Based on December 4, 1963 market prices for comparable 
broadcasting companies 1962 and 3 year average (1960-62) 
earnings were valued at the following P/E ratios: 


Scripps-Howard Taft 


17.6x 
13,2 


2L3x 
16.3 
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Based on the price ratios for Scripps Howard, Taft and 
Storer as stated above, the derived value for Gross Telecasting 
would be as follows: 


[2379] Current price ratios related to 1962 earnings of GT 
{1962 Earnings of Gross—Reported $575,000; Cash $639,000 as adjusted) 


(Dollar amounts in thousands] 


Scripps Howard Taft Storer 
Reported Cash Reported Cash Reported Cash 


15.9x 13,0 x 17.6x . 17.9% 42x 
Derived Value for Gross. $10, 120 $10, 293 $9, 072 
Plus Excess Cash........---..2.2000 +++ 


Current price ratios related to 3-year average earnings, 1960-62 of GT’ 


{3 year Average Earnings of Gross—Reported $562, 000; Ces $647, 000, a8 adjusted] 
(Dollar amounts in thousands) 


Scripps Howard Taft 
Reported Cash Reported 


21.3x 


Derived Value for Gross... . , 2 $12, 248 777 * $9, 585 
Plus Excess Cash. ; 4,000 


Total ...-2----eeees= 5 BOY 2 2 ‘ 13,55 


For the 9 months ended September 30, 1963 compared with 
1962, Gross Telecasting reported a 20% increase in net profits on 
215% gain in broadcasting revenues. Assuming the % gain in 
profits will be maintained for the full year 1963, adjusted re- 
ported earnings would be $690,000 and cash earnings $767,000. 
Valuation on such estimated results would be: 


[2380] (Dollar amounts in thousands) 
Scripps Howard Taft Storer 


Reported Cash Reported Cash Reported Cash 


Ratio of Current Price to 
1962 Eannings. 13.0x 76x Wax M2: 


Derived Value for Gross... $20,971 $9, 971 $12, 144 $20, 124 $12,351 $10, 891 
Plus Excess Cash 4,000 4,000 4,000 4,000 4,000 


14,971 13,971 16, 144 14,124 16,351 14, 891 
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A “rule of thumb” method of valuation of a TV broadcasting 
company is to assign a value of $10 for each television house- 
hold in the station’s market area, provided the station is in the 
top twenty markets. As shown below, WJIM-TV does not rank 
in the top twenty markets. 


Television market rankings (as of January 1, 1962) 


ARB Net Total Television 
Weekly Rank Homes Rank apuse 


416,600 36 858,500 26 813, 000 3 


It should be noted also that WJIM’s penetration of the 
Lansing Market area is relatively low at 51% of the television 
households, compared with 85% penetration for WJRT in 
Flint, Michigan, which serves a smaller area, including the 
City of Lansing in the Grade A viewing area. 

Although as noted above, GT does not rank in the top twenty 
markets, the “rule of thumb” method would nevertheless pro- 
duce a total value of $12,130,000 ($8,130,000 plus $4,000,000 
excess cash). However, in view of the substantial improvement 
in 1963 9-months operations which reversed the declining trend 
during the five years 1958-1962, and assuming subsequent 
operations may continue an upward trend, with present or 
possibly new management, the “rule of thumb” method of 
valuation may be a valid calculation. 

Based on the present bid price of 25 at 12/5/63, the 400,000 
shares of Common and Class B stock have an indicated market 
value of $10,000,000. The $1.60 dividend on the common stock 
($0.30 on Class B) offers a yield of 6.4%. as compared with 
5.2% for Scripps Howard, 4.5% for Storer and 2.4% for Taft. 

The various price/earnings determinants utilized herein have 
provided values for Gross Telecasting ranging from approxi- 
mately $12,000,000 to $16,000,000 based on 1962 and 3-year 
average earnings and values of approximately $14,000,000 to 
$16,000,000 based on estimated results for 1963 (applying the 
1962 P/E ratios thereto). Such valuations are based on ratios 
applicable to three companies, all of which are substantially 
larger. Furthermore, these companies experienced impressive 
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records of growth in revenues and profits in contrast to the 
declining record of Gross Telecasting over the past five years. 
However, reported 1963 interim earnings of Scripps Howard, 
Storer and Taft all show small declines from 1962 levels 
whereas Gross Telecasting’s earnings for nine months of 1963 
are up 20%. 

As previously indicated, the “rule of thumb” method, as 
adjusted, indicated a valuation of $12,000,000. 

In view of the foregoing and subject to a more detailed 
investigation, we submit a preliminary value of $12,000,000 
(which includes $4,000,000 excess cash) may be considered 
fair and equitable. A value of $12,000,000 is equivalent to: 

20.9 1962 adjusted earnings 

18.8 1962 adjusted cash earnings 

21.4 1960-1962 adjusted average earnings 

18.5 1960-1962 adjusted average cash earnings 

17.4 1963 adjusted estimated earnings 

15.6 1963 adjusted estimated cash earnings 

144% premium over book value at September 30, 1963. 
[2382] Draft 


DeceMBER 11, 1963. 


Memorandum to: Mr. H. S. Geneen 
From: Stanley Luke. 
Subject: Gross Telecasting, Inc. 


A copy of our preliminary report on Gross Telecasting, Inc., 
Lansing, Michigan, is attached for your consideration. 

We have proposed that Gross can be acquired for $13,000,000. 
Gross has 400,000 shares of stock outstanding—200,000 shares 
of Class A non-voting largely held by the public, and 200,000 
Class B voting shares largely held by the Gross family. In order 
to meet the higher dividend ($1.60) presently paid to Class A 
shareholders we propose they be given ITT 4% Preferred con- 
vertible at $65.00—this represents 65,000 ITT Preferred shares. 
ITT Capital Stock would then be exchanged for the 200,000 
Class B shares—at current market 118,994 shares. 

The price of $13,000,000 is 18.6 times projected 1963 earn- 
ings. However, when $4,000,000 cash now shown on the balance 
sheet is subtracted, the net purchase price of $9,000,000 is ap- 
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proximately 13 times earnings and about 11.7 times cash flow. 
The attached report from Al Friedman establishes the price 
range between $12,000,000 and $16,000,000 by applying meth- 
ods generally accepted for such purposes today. 
A $13,000,000 purchase price less $4,000,000 cash is equiva- 

lent to: 

15.6 1962 adjusted earnings (net of other income) 

14.1 1962 adjusted cash earnings 

16.0 1960-62 adjusted average earnings 

13.9 1960-62 adjusted average cash earnings 

13.0 1963 adjusted estimated earnings 

11.7 1963 adjusted estimated cash earnings 

83% Premium over book value at September 30, 1963. 


[2383] [Federal Communications Commission, Exhibit No. 
J-161; presented by Justice Dept.] 


Break-Even 


TV 60% op. profits before depreciation (which is low) huge 
1. Station dominates market 

Competition came in ’59—Coverage not as great 

10 yrs. more in business—habit factor 

Must get lion’s share of national spot expenditures lower cost/ 
thousand 

Programming supplied, sell station breaks 

2. Must get premium compensation from ABC—50% without 
free time 

CBS—30% of network sales after 22 free hours/week to com- 
pensate for cable charges 

Claims never gives premium, but think they do 

Unusually stony financial condition 

Gross gets $75,000/yr. salary 

Officers & directors get 90,000 more 

Should earn $2.00 this year, (not good est.) 

’63 good yr. for industry—higher network income 

Industry checks 0 

Difficult to doctor up statements in this business few accruals 
[2384] Alan Roth 12/30/63 
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Radio $308,000 Gross break-even 

TV 60% op. profits before depreciation (which is low) huge 
1. Station dominates market 

Competition came in ’59—Coverage not as great 

10 yrs. more in business—habit factor 

Must get lion’s share of national spot expenditures lower cost/ 
thousand 

Programming supplied, sell station breaks 

2. Must get premium compensation from ABC—50% without 
free time 

CBS—30% of network sales after 22 free hours/week to com- 
pensate for cable charges 

Claims never gives premium, but think they do 

Unusually Stony financial condition 

‘Gross gets $75,000/yr. salary 

‘Officers & directors get 90,000 more 

Should earn $2.00 this year (not good est.) 

763 good yr. for industry—higher network income 

Should earn $2.00 this year (not good est.) 


[2385] [Federal Communications Commission, Exhibit No. 


J-162; presented by Justice Dept.] 


Alan Roth 1/2/64 
Must know—Does Gross get premium from CBS 
2 things to check (rel. minor) 
1. What are chances for 3rd station in Lansing unlikely Detroit, 
Kalamazoo, Flint—hemmed in 
2. Why is WLIX doing so badly in market will competitive 
balance in market change 
‘Loose edge in national spot market 
Reps Blair represents Gross 230 for minute spot 
? represents WLIX 140 for minute spot 
Gross could be more profitable if managed by professionals 
Local sales effort could be picked 
Could we buy station franchise No. whole co.? 
15x 63 net of station (30) $12M 
5% growth in earnings over next 10 yrs. if you step up depre- 
ciation to $150,000/yr. from 60,000 10 yr. pay out 
7 8-T19—67——39 
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Gross—2 yrs. ago made moves to multiple station tried to hire 
network guy who didn’t come 

$750,000 Aero Astro Co. makes EL equipment 

Bonds conv @ 7, stock sells @ 3 


[23886] [Federal Communications Commission, Exhibit No. 
J-163; presented by Justice Department] 


Other cos. nets commissions out of sales 

so margin here is even higher 63% after dep. 

Goodwill Station same type of situation 

Stock sells for 15, cap cities offered 30, was turned down 


62 $7.8 sales $1, 4 NBT is .49 in 61 : 
670,000 shs. Charleston-Huntington TV, Radio in Flint and 


Detroit 


[2387] [Federal Communications Commission, Exhibit No. 
J-164; presented by Justice Department.] 


Miuuarp B. Deurscu & Company, 
Chicago, Illinois, January 9, 1964. 


Confidential 

Mr. Stantey Luxe, 

Vice President 

International Telephone & Telegraph Corporation 
New York, New York 

Dear Mr. Luxe: It was just about 60 days ago when I was 
last in New York, and called you to find that you had just re- 
turned from Europe, and were trying to get your feet on the 
ground once again with respect to your activities in this country. 

As a result, you indicated that you intended to get the Gross 
Telecasting negotiations rolling once again with a phone call 
to Hal Gross, to arrange another meeting with him, for a more 
exhaustive joint exploration of the proposed transaction be- 
tween you. 

Since that time, I have been away from my office fairly con- 
stantly, so that I have somewhat lost track of where this matter 
now stands,—and I would therefore very much appreciate it 
if you would be good enough to bring me up to date,—and of 
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course, if there is anything that I can do, either now, or at some 
future date, to help move things along, I hope you won’t hesi- 
tate to let me know. 

Kindest personal regards,—and all best wishes for the New 
Year. 

Cordially yours, 
Miuuarp B. Devtscx, 
. President. 


[2388] [Federal Communications Commission, Exhibit No. 
J—165; presented by Justice Department.] 


Fesruary 13, 1964. 
Memorandum to: Mr. Hart Perry 
Subject: Gross Telecasting 
Millard B. Deutsch, who is associated with the Gross Tele- 
casting interests, called me yesterday with respect to what in- 
terest, if any, we have in Gross. Would you please let me know 
whether or not we have any interest so that I can advise these 
people. 
Srantey Luxe. 


[2389] [Federal Communications Commission, Exhibit No. 
J-166; presented by Justice Dept.] 
To: Mr. Stanley Luke 
Re: Gross Telecasting 
Stan: Chris Witting will be in touch with you about this. 
2/24/64 
Hart Perry. 


[2390] [Federal Communications Commission, Exhibit No. 
J-167; presented by Justice Dept.] 


Memo Sup 


2/26/64. 
Mr. Witting: For your information. 
Srantey Luxe. 
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[2391] News From WJIM Country House 


News Release 
GROSS TELECASTING REVENUE AND PROFITS UP FOR 763 


Harold F. Gross, president of Gross Telecasting, Inc., an- 
nounced today that sales in the first nine months of ’63 exceeded 
the same period in ’62 by 21% and likely would have continued 
this gain in the final quari&r except for circumstances which 
affected income and profits during October and November. 
Income received in October and November of ’62 from political 
candidates and parties in connection with state and local elec- 
tions was not realized in ’63 which was an off-election year, and 
WJIM Radio and Television joined with the CBS and NBC 
networks and the television and radio industry in cancelling 
all commercials during the four day period following President 
Kennedy’s assassination. Although some clients scheduled 
“make-goods” on later dates, all network and a majority of 
national spot income was lost during this period. These factors 
resulted in a reduction of percentage gain for the year. 

Broadcasting revenues for the year increased 8% with local 
sales recording the greatest increase. Revenues totaled 
$2,813,053 compared to $2,610,095 in 1962. Operating expenses 
were $1,399,564 against $1,297,447 the previous year. The re- 
sulting net income after taxes was $683,489 or $1.71 per share, 
compared with $662,648 or $1.66 per share in 1962. 

The corporation continued its uninterrupted payment of 
cash dividends on both classes of stock for the ninth consecutive 
year . . . paying $1.60 on the common stock and 30¢ on the 
common B, for total dividend distribution of $380,000. Divi- 
dends represented 56% of the net earnings of the company in 
63 and left $303,489 to be credited to retained earnings. 


1963 1962 1961 


$2,813,053 $2, 610,005 ‘$2, 492, 554 
683, 489 662, 648 582, 952 
Net Earnings Per Share on 400,000 Shares Outstanding -. 1.71 1.66 1.46 


Gross Telecasting, Inc. 
Lansing, Michigan 
February 24, 1964 
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[2392] [Federal Communications Commission, Exhibit No. 
J-168; presented by Justice Dept.] 


News RELEASE 


Lansinc, Micx., 
February 17, 1965. 


Gross TELECASTING, Inc., SALES AND Prorits aT ALL TIME 
HicuH 1n 64 


In 1964 new all time highs in both sales volume and net in- 
come were recorded by Gross Telecasting, Inc., and for the 
third consecutive year both income.,and profits showed sub- 
stantial increases. Revenues of $3,052,722 were the largest in 
the history of the company which was founded as Gross Tele- 
casting, Inc. in 1955, surpassing a previous all time high of 
$2,876,569 in 1958. 

Broadcast and investment revenue increased 9% to $3,052,- 
722 compared with $2,813,053 in 63, Higher local and national 
television sales accounted for a majority of the increase. Oper- 
ating expenses for the year were $1,509,595 compared with 
$1,399,564 in 63. 

These revenues and expenses resulted in net income after 
taxes of $788,127 against $683,489 reported for the previous 
year... this amounted to $1.97 per share on the 400,000 
shares outstanding at year-end or an increase of 26¢ per share 
over 63 when per share earnings were $1.71. 

The corporation continued its uninterrupted payments of 
cash dividends on both classes of stock for the tenth consecutive 
year, paying $1.60 on the common stock and 30¢ on the common 
B, for a total dividend distribution of $380,000. Stockholders 
who purchased Gross Telecasting stock when it was offered 
publicly in 1955 will have received their entire original invest- 
ment in dividends with the payment of the 41st consecutive 
dividend due to be paid in May of this year. 
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Audience surveys during the year recorded additional listen- 
ers and higher ratings for WJIM Radio, and the continued 
dominance of WJIM-TV in the mid-Michigan market. 


[2393] [Federal Communications Commission, Exhibit No. 
J-169; presented by Justice Dept.] 


Marce 19, 1965. 


Mr. Stanley Luke 
J.J. Field 
Gross Telecasting, Inc. 


In December 1963 it was proposed ITT purchase Gross for 
$13,000,000 in ITT Capital (118,994) and Preferred (65,000) 
shares. The balance sheet contained approximately $4 million 
in cash at that time and now. This purchase price in terms of 
1963 and 1964 results in: 


$13 Million Purchase Price: 
16.4 x 
X Adj. Earnings (ex other income) (1963, $605,553; cas Pr 18.6 x 
X Net Worth. 242 


as 4x 
X Adj. oe (ex. = 3 29x 
X Net Worth... . 17x 

1964 revenues increased 8.4% over 1963 and net income A/T 
increased 15.3% over 1963. No dilution of earnings is involved. 
In 1964 Gross would have contributed about .8¢ on total shares 
(ITT at $3.11). 

Market price of Gross shares increased from $25% (avg. 
B&A) in December 1963 to Present 29% (15.4%), whereas 
ITT shares increased from $545 to $60 (9.8%). 

The equivalent dividend for Gross A shares remains at $1.30/ 
share (compared to their $1.60), but because of the increase in 
ITT Capital Stock dividend, etc., the Class B share equivalent 
would now be 71¢ compared to their 30¢ and to the former 
equivalent ITT dividend of 59¢. 


[2394] [Federal Communications Commission, Exhibit No. 
J-170; presented by Justice Department. ] 
News Release 
Gross Trtecastine, Inc., Ner Income Up 22% For First 
QuaRTER OF 1965 


Directors of Gross Telecasting, Inc. today declared the regu- 
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lar quarterly dividend of 40 cents a share on the common stock 
and 714 cents a share on the Class B common stock, both pay- 
able May 10, 1965 to shareholders of record at the close of busi- 
ness April 26, 1965. 

Broadcasting revenues for the first quarter increased from 
$609,299 in ’64 to $669,433. Net income increased 22% to 
$191,571 from $157,131 in the same period a year ago. This 
represents earnings of 48 cents per share on 400,000 shares of 
common and Class B common stock, an increase of 9 cents per 
share over earnings of 39 cents in ’64. 

Harold F. Gross, President and Treasurer, and James H. 
Spencer, Vice President, were re-elected, and James H. Gross 
was elected Secretary. These officers with Charlotte I. Gross, 
Sherrod E. Skinner and Raymond W. Miottel comprise the 
Board of Directors. 

Lansing, Michigan. 
April 8, 1965. 


[2395] [Federal Communications Commission, Exhibit No. 
J-171; presented by Justice Department] 


News Release 


Gross TELEcasTING, Inc. Eannrncs Up 7% For Fimsr 
Srxx Monts 


Revenue for the first six months of 1965 was $1,426,490 com- 
pared to $1,375,680 in 1964, and earnings were $411,572 against 
$382,789, up 7% for the same period. This represents earn- 
ings of $1.03 a share against 96¢ a share for first six months 
of 1964. 

Directors declared the regular quarterly dividend of 40 cents 
a share on the common stock and 714 cents a share on the Class 
B common stock, both payable August 10, 1965, to shareholders 
of record at the close of business July 26, 1965. 

Gross Telecasting, Inc. 

Lansing, Michigan 

July 12, 1965 

[2396] [Federal Communications Commission, Exhibit No. 
J-172; presented by Justice Department] 

News Release 

At a meeting today the Board of Directors of Gross Tele- 
casting, Inc. declared the regular quarterly dividend of 40 cents 


644 


a share on the common stock and 714 cents a share on the 
class B common stock, both payable November 10, 1965 to 
shareholders of record at the close of business October 25, 1965. 
Gross Telecasting, Inc. 

Lansing, Michigan 

October 14, 1965 


[2397] [Federal Communications Commission, Exhibit No- 
J-173; presented by Justice Department] 


[The Wall Street Journal—January 29, 1965] 


Propies BroapcasTinG Puans To Buy Knoxviiie Rapio AND 
TV Srarions 


By a Wall Street Journal Staff Reporter 


Cotumsus, OH10—Peoples Broadcasting Corp. said it has 
agreed to purchase for $6,805,000 the assets of Wate, Inc., owner 
and operator of station WATE-TV and ratio station WATE- 
AM in Knoxville, Tenn. The acquisition is subject to approval 
by the Federal Communications Commission. 


George W. Campbell, executive vice president of Peoples. 
Broadcasting, and W. H. Linebaugh, executive vice president 
and general manager of Wate, announced the agreement jointly 
in Columbus and Knoxville. Application for transfer of the sta- 
tion licenses will be made to the FCC within a week, their 
statement noted. 

The present corporate structure of Wate would be dissolved, 
although the stations’ call letters will remain the same under 
the new ownership, the announcement said. The two stations 
would continue their affiliation with National Broadcasting Co., 
it added. 

Herbert E. Evans, Peoples Broadcasting president, said local 
management of the two stations, with staff personnel of 81, 
would continue unchanged. WATE-TV, a VHF station, began 
broadcasting Oct. 1, 1953. 

Peoples Broadcasting currently owns and operates television 
station KVTV in Sioux City, Iowa, and has an application 
pending for a license to operate an UHF station in Columbus 
on Channel 40. Founded in 1946, the company also owns and 
operates radio stations WRFD-AM and FM in Columbus, 
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WGAR-AM and FM in Cleveland, and WNAX-AM in Yank- 
ton, S. D. It also owns Green Meadows Country Inn, a 
hostelry-restaurant north of Columbus. 


[2398] [Federal Communications Commission, Exhibit No. 
J-174 presented by Justice Department.] 


~~? 


INTERNATIONAL TELEPHONE AND TELEGRAPH CORPORATION 
INTERNATIOWAL HEADQUARTERS 
H.S.G. OCT 14 1964 
DATE October 13, 1964 


WHEN REPLYING, PLEASE QUOTE FILE 


There are two potential acqy{sition candidates on which 
outsiders are pressuring for andwofs: 


{ 
pene oy m\Electric 


TV Station - WA‘ Knoxville, Tenn. 


Neither of these two properties Seem unusually attractive to 
me at this time, s0 I would suggest that Say to these people that 
we are not in a position to make a decision for the next 60 to 90 days, 
thus leaving them free to take other steps ifthey wish. We would 
thus put them on the back burner until the nt Board sentiment is 
clarified since in neither case does it seem iwhile to make an 
issue at this time. We could then take 4 look at at that time. 


Attached is some material on WATE with note Chris 
multi-station 


<0 ara) Coxmunteations Commission 
JO Nt Mo, ALR pensnss ae, Eley 
Ys cusnted by 


BEST COPY AVAILABLE 
from the original bound volume 
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[2399] [Federal Communications Commission, Exhibit No- 
J-175; presented by Justice Department] 


Ocroser 14, 1964. 
To Mr. H. Perry 
Re: 
Hart: Re your memo of 10/13 on National Union(?) & T.V. 
Station—agree. 
HS.G. 
[2400] [Federal Communications Commission, Exhibit No. 
J-176; presented by Justice Department] 


[Memo to HSG from HP—No material—Not terribly attractive, so back burner— 
if walk away, OK.] 


INTERNATIONAL TELEPHONE AND 
TELEGRAPH CoRPORATION, 
INTERNATIONAL HEADQUARTERS, 
October 6, 1964. 
To Mr. Hart Perry 
From Robert H. Kenmore 
Subject TV Station WATE—Knoxville 

Mr. Crisler called as a follow up to his submission of this sta- 
tion and said that he had just this morning received a cash 
offer of $6.5 million for it from another party (unsolicited). 
The sellers, however, have evidenced preference for stock and, 
therefore, he would like to know where we stand on this before 
submitting the other offer to the owners. 

He points out that the asking price is some 8x the anticipated 
operating income (before depreciation and taxes) of $800,000 
for 1964 and that recent sales of stations have taken place in 
Pittsburgh at 11x, Flint, Michigan 10x, and Rochester also 
11x. I told him I would be in touch with him as soon as possible. 

I have no idea where matters now stand with Corinthian but 
interest in WATE would be a different approach of buying a 
single station in a relatively small market (83rd nationally in 
net weekly circulation) as opposed to a chain of 4 or 5 stations 
in larger markets. Without a background of competence in the 
field I would think that the latter approach might be more suc- 
cessful but availability seems to be a major problem. 
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Aside from this, WATE would seem to be in a good position 
within the market. It is an NBC affiliate and has a 52% share of 
the market with the only other VHF station, a CBS affiliate, 
having a 41% share of the market. 


[2401] [Federal Communications Commission, Exhibit No. 
J-177; presented by Justice Dept.] 


R. C. Cristzr & Co., Inc., 
Cincinnati, Ohio, September 28, 1964. 


Mr. Roserr H. Kenmore, 

Director of Financial Planning, 

International Telephone and Telegraph Corp., 
New York, N.Y. 


Dear Bos: I don’t know whether you are in Brussels or 
Madrid,.but shall assume that this will reach you somewhere 
along the line. 

I think you should know that as of the end of August the 
net quick assets at WATE amounted to $534,648 compared 
with about $449,000 at the end of June. As I think I mentioned 
to you before, the IRS has been after them and they will have 
to pay a substantial dividend before the end of the year unless 
they have a good excuse, which would be negotiations in 
progress. 

More important, this would mean that your net price on 
an exchange of stock for assets alone would be reduced by the 
amount of the net quick and this figure is, of course, substantial 
in relation to the total price. 

I will be in New York tomorrow afternoon and will also be 
there for a short time Friday morning. I shall not call you, how- 
ever, as I am sure I will hear from you when something has 
developed from your end. 

Sincerely, 
R. C. Caister. 


RCCC:rg _ 
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[2402] [Federal Communications Commission, Exhibit No. 
J-178; presented by Justice Dept.] 


BEST COPY AVAILABLE 
from the original bound volume 
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[2403] [Federal Communications Commission, Exhibit No. 
J-179; presented by Justice Dept.] 


R. C. Cristzr & Co., INc., 
Cincinnati, Ohio, September 10,1964. 
Mr. Roserr H. Kenmore, 
Director of Financial Planning, 
International Telephone and Telegraph Corp., 
New York, N.Y. 

Dear Mr. Kenmore: On a couple of occasions I have asked 
you or Gardiner Dutton whether your company might be in- 
terested in a relatively small market television station involv- 
ing around $7,000,000, and your answer was that you had to 
start somewhere and that if it was good enough you certainly 
would be interested. Accordingly, here is something which I 
hope will interest you. 

We have been talking to the owners of WATE, Channel 6, 
NBC, in Knoxville, Tennessee, since 1954. Last winter they 
seemed to think that they might consider a sale but insisted 
that they only wanted to trade stock and they still weren’t sure 
whether we should talk to anyone or not. We finally introduced 
the matter to one party who visited Knoxville and stated that 
they would have stock available. Due to internal complications, 
such stock is not available. The people have made a cash offer 
but the owners of the station are still insisting that they would 
prefer to consider the stock of an acceptable company. 

About four weeks ago I sent them a lot of material on Inter- 
national Telephone, but have done nothing because there was 
still some slight hope that the original buyers could come up 
with what they wanted. As of this morning I received a green 
light to bring this to your attention. I have gone into all this 
detail because the availability of the property is not known 
to anyone and I would not talk to another prospective pur- 
chaser without their approval. 
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The basic facts and figures are as follows: 

ARB calls Knoxville the 77th market in the country with 
a set count of 376,400. WATE, however, ranks as the 49th 
NBC market with [2404] average daily circulation of 172,400, 
just behind Omaha and Charlotte, North Carolina, and ahead 
of Saginaw-Bay City. TV Magazine gives the market credit 
for 251,400 television homes. 

In 1963 the Knoxville market showed total broadcast rev- 
enues of $2,998,391 with profits before taxes of $880,000 for 
three stations. Knoxville is essentially a two station market 
because the third station is UHF and currently grosses around 
$10,000 per month. While a UHF will obviously improve, it 
will always be an inferior facility in a place like Knoxville 
with hilly and mountainous terrain. 

The foregoing is borne out by the Class A hourly rate, the 
network rate and the actual figures. Currently the Class AAA 
rate is $700 and the network hourly rate is $875. As of January 
1, 1965, NBC has approved an increase in the network rate to 
$925. I think you will agree that this is a very substantial 
figure. 

The operating figures are also impressive in accordance with 
attached statements for June, 1964, June 1963 and balance 
sheets for the last three years. 

For the first four months the television station alone grossed 
$643,353, an average of $160,848 per month. For the seven 
months through July, the profit before depreciation and before 
taxes amounted to $465,759. The profit for August was around 
$57,000, and based on the last four months of 1963 the profit 
for 1964 will be in excess of $802,000. 

Last year the radio station lost money. In July it made 
$2,974, and in August the radio station made around $5,000. 
The radio station, incidently, is one of the two good facilities in 
the city. 
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About two years ago they bought a very large, old house 

which was gutted except for the walls. Large studios were added 
in the rear and everything is now very efficient and new. Prac- 
tically every new technical piece of equipment is part of the 
property and, of course, everything is owned. 
[2405] The asking figure is $7,000,000, which would be about 
1714 times after tax earnings, or about 9 times operating in- 
come. If there were an exchange of stock soon, you would get 
the benefit of around $500,000 and $600,000 of cash which 
otherwise will have to be paid as a dividend to the stock- 
holders before the end of the year. 

I might have added that the ratings are all in favor of 
Channel 6 against Channel 10 which, although they have 
recently built a new tower, does not have the same coverage 
in the rough terrain. 

There are about seventeen stockholders and we are dealing 
with the executive committee. As previously stated, I have ad- 
vised Mr. Henry Linebaugh that this is being brought to your 
attention. I am sure you realize that for his sake, as well as 
for mine, no knowledge of this should leave your office. 

I will be in New York next Wednesday and Thursday and 
‘will call you. 

Sincerely yours, 
R. C. Crrszer. 


P.S.: I have not gone into additional detail with regard to 
the market, its expected growth, because of TVA low electric 
rates, etc. I am sure that this is familiar to you. 
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[2415] [Federal Communications Commission, Exhibit No. 
J-181; presented by Justice Dept.] 


Hamiuton MaNnaGEMENT CoRPORATION 


It has been fully agreed with the proposed seller that there 
will be the utmost secrecy observed on our part, this in view of 
the critical nature of his business in relation to his clients 
(260,000 shareholders and 8,000 sales people) which is vital 
to his business. In addition, such secrecy is also extremely im- 
portant to ITT’s interest, as ITT may well need to continu- 
ously acquire stock on the open market. 


The Hamilton Management Company, derives its growth 
and revenues from: 


(1) The fees obtained from the distribution and in- 
vestment management of the Hamilton Fund and 
(2) The 100% ownership of a rapidly developing life 
insurance subsidiary, the Alexander Hamilton Life Insur- 
ance Company. 
Both of these activities will be covered separately as they are 
each important elements in the values of this company. 


1. Hamilton Management Corporation—Advisory Fees and 
Commission Income from Hamilton Mutual Fund. 


Net assets of the Hamilton Fund as of April 30, 1964 were 
$360 million. The unpaid balance to be paid in on the presently 
outstanding contractual plans totals $577 million on the same 
date. It operates in 45 states in the United States, and some 
military installations abroad. The company has a direct sales 
force of 8,000 direct-sales people. Many are part-time but highly 
compensated as covered below. 

The net earnings of the management company for the fiscal 
year ended April 30, 1964, were $800,000, or 92¢ per share. Its 
projected net earnings * * * 


[2417] The management projects a $1 billion total of mutual 
fund assets under management by 1969. In view of the total 
amount of present fund assets of $360 million, and further un- 
paid balances on present contractual plans currently of $577 
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million, and the proven sales record of its 8,000 salesmen, we 
believe that this goal is well-supported as being attainable. 

Based on such fund volume to be obtained by 1969, of $1 bil- 
lion, the projected earnings from management fees and com- 
missions after taxes and attributable to the common stock 
would be on the order of approximately $3 million by manage- 
ment estimates which would amount to approximately $3.50 
per share, on the entire existing 867,000 shares (both classes) 
of equity stock. 


2. Alexander Hamilton Life Insurance Company, a currently 
100% owned asset of the Hamilton Management Corpor- 
ation 

The Alexander Hamilton Life Insurance Company is a 
wholly owned asset of the Hamilton Management Corporation. 

It was formed in January of 1964 and its insurance policies were 

first offered for sale in May of this year. In this short period of 

time it has already obtained licenses to operate in 17 states, a 

practically unheard of rate of licensing acceptance for a new 

life insurance company. In addition, it has, through the medium 
of the 8,000 person sales force, become a very rapidly growing 


insurance company in which insurance is presently being writ- 
ten at the rate of one million dollars per week. 

At present only 900 salesmen of the 8,000 sales force have 
been licensed by state examination to sell life insurance. There 
are approximately 1,200 additional Hamilton salesmen pres- 
ently taking these state examinations to become life insurance 
salesmen. * * * 


[2419] insurance coverage is ceded back by Puritan to Hamil- 
ton Life, thereby providing a basis of low cost insurance growth 
for Hamilton in those states in which they are not yet licensed. 

Importantly much of the administrative cost is only incre- 
mental to already existing administrative staff of the Hamil- 
ton Fund. In this way both the additional sales and adminis- 
trative costs to create this life insurance company are at an 
unusual minimum. On the whole their project is a soundly 
thought out approach. 

Enclosed are a few prospectuses of their policies. It is a 
professional caliber job and it is interesting that the Hamilton 

278-719—67 —40 
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management did its own actuarial studies which were later 
checked by Connecticut General. The latter changed its own 
Puritan policy to conform to the Alexander Hamilton policy 
thereby confirming the actuarial soundness and professional 
caliber of the Hamilton management approach. 

All our investigations of statements made by the manage- 
ment to date reflect a sincerity and objectiveness in all state- 
ments made and it is our feeling that this projection of life 
insurance in force can be given strong credence as to its ac- 
complishment, particularly because it will require no special 
buildup of salesmen beyond the present group and will take 
advantage of the ready made customer lists. 

Added to this, of course, under ITT’s control is the increased 
additional potential (which is considerable) of the availability 
of the approximately 35,000 employees of ITT companies in 
the U.S. who would be available on a payroll deduction basis 
for both life insurance and fund coverage. 

It is difficult to assess the value of life insurance companies 
on the basis of exhibited earnings due to the heavy first year 
commission costs particularly in the case of the best and most 
rapidly growing companies. * * * [2421] through local banks. 
The management’s interest to date has been to satisfy short- 
term cash needs of shareholders without the necessity of re- 
demption of shares. While the total amount of these transac- 
tions is not readily identifiable, since many of these loans are 
also carried on as simple private transactions between the cer- 
tificate owner and his local bank, it is our estimate that the 
amount would substantially exceed $10 million per year and 
is growing annually. This would present a perfect tie-in with 
Aetna’s 170 loan offices for loans on a very secure basis and as 
a basis of integrating loan revenues and profits from this source, 
particularly as the fund and the insurance in force doubles and 
triples in size. 

4. Hamilton Fund and Insurance Sales Force. 


A review of the Hamilton Management Corporation would 
not be complete without a special statement as to its sales force. 
This sales force numbers approximately 8,000 persons, con- 
sisting primarily of high-level, part-time people such as school 


653 


teachers, high ranking military officers, pilots, etc. who use 
prime selling time (6:00-10:00 p.m.) to trade on the status 
and contacts of their day-time activities to supplement their 
income. Importantly, none (including supervisors) are paid 
salary. All are on straight commission. Many of these part-time 
sales people earn $20,000 per year and in excess. The average 
sales person earns a minimum of $38 per hour spent with pros- 
pects in discussion of contractual programs. They also recruit 
new salesmen among their customers and associates. 

The company’s experience with its part-time salesmen seems 
to suggest that they have achieved a new basis of motivating 
and retaining a professional security and insurance selling 
group as developed by Hamilton management. * * * 


[2425] [Federal Communications Commission, Exhibit No. 
J-182; presented by Justice Department] 


i.7.T. 


q) Q) @) (4) 


Consumer Consumer Business Financial 
Utilities Quasi Utilities Services Services 


Examples... ----------------ss0ee-0 Franchise Franchise & A. Protection A. Small 
Protected: competitive; Systems & Loan; B. 
A. Tole A. Televi- Equipment; Life Insur- 
phone utill- sion broad- B. Subserip- ance; C. 
ties; B, casting; B, tion data Mutual 
Electric Common Processing. Fund Man- 
utilities; Carrier agement. 

(telegraph). 


CU ARACTERISTICS 
Risk of: 
1. Management strain to grow. 
2. Wide earnings fluctuations. < 
. Dificnity of financing Medium. .... 
. High capital investment... Very Low (A) Medium..... 
to High (B). 
. Large carnings plowback to Low (A) to Medinm..... Low. 
grow. 
. Highly competitive product Medium. 
pricing. 
. Obsolescence in product, 
markets, inventory and 
plant, 
. Limited incremental earn- 
ings from new sales. 
. Loss of control of ultimate 
consumer market. 
10. Increasing costs of high 
labor content. 


—EE 
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[2428] [Federal Communications Commission, Exhibit No. 
J-183; presented by Justice Dept.] 


Marcx 11, 1963. 
ACQUISITION Po.icy 


1. In the year 1963 ITT is projected to earn approximately 
$8 million after taxes from domestic operations (including 
Puerto Rico and the Virgin Isles). 

In the same year it is projected to earn some $35 million from 
foreign sources. 

In tabulation, therefore, our program of earnings for the year 
1963 would look as follows: 


Domestic source. 
Foreign source. 


As this indicates, approximately 18 per cent or $8 million 
of our total earnings will be coming from domestic sources. 
2. Dividends 

In the year 1963 we are scheduled to pay out in USS. divi- 
dends in dollars approximately $16.7 million at our present 
dollar per share rate. In addition, there is $619,000 of preferred 
dividends to be paid or a total of $17,329,000 of U.S. dollar 
dividend requirement. 

As will be seen, our earnings in 1963 will not cover half of 
our U.S. dollar dividend requirement. 

3. World Trends 

This high proportion of foreign earnings in relation to our 
domestic earnings and domestic dividend dollar requirements 
has been brought about partly by the more rapid growth of 
our historically strong foreign situation in contrast to our more 
difficult earnings growth in the United States. Also the reduced 
acquisition policy in the United States which has been followed 
in recent years. 


[2429] Contrary to the past, the management and organiza- 
tion of ITT in the US. has currently reached 2 point that it can 
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profitably and capably take on acquisitions of selected types 
and staff them for improvement in earnings and for control in 
a manner that might not have been possible up to this point. 

In general, therefore, looking at the above figures and certain 
world trends, it would appear that we are at a time when we 
should formally start a goal program for acquisition. 

The serious trends which lend emphasis to this and which 
will have greater impact over the next few years lie in certain 
danger signs which are beginning to accrue in respect to long 
relied upon foreign earnings over the period of the next decade 
and which cannot be ignored in view of the implications to 
these present important earnings of the company. 

For the first time in four decades at the present moment the 
tides of U.S. prestige are admittedly running lower than ever 
before throughout Europe in particular. These trends will be 
felt rapidly by foreign businesses of U.S. ownership particu- 
larly in that they encourage any number of obstacles from the 
standpoint of government and government bureaus and their 
incumbents as well as coalition of foreign businesses as against 
such companies lacking the deterrent of former U.S. prestige 
and position support. 

The recent exchange with France and de Gaulle is perhaps 
sharp in bringing this trend to light. Moreover, this has taken 
place when our gold supply is at a very low ebb and is partly 
in the hands of these same European nations who can be counted 
upon to use them for pressures on U.S. business intrusion. 
There has also been talk of U.S. capital licensing in the last 
six months in U.S. fiseal circles. While this is presently dis- 
counted, it can be revived quickly. Unquestionably such licens- 
ing of export of U.S. capital may well call for retaliatory meas- 
ures which may in turn limit our own company’s ability to 
remit funds for dividends. 

In back of this is the further possibility of changing European 
recognition of the Russian situation. These changes may well 
run to the possibility of deals between Europe and Russia such 
as have already started in Italy and have been spoken of re- 
cently in the petroleum field in England. 

In France there is now a strong anti-U.S. sentiment setting in 
and U.S. ownership of companies in that country will be heavily 
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scrutinized. [2430] French partners that bring in U.S. capital 
may well be subjected to harrassment as has been locally 
suggested. 

In England, the new labor movement has set for its goal a 
nationalistic policy and to a degree an anti-U.S. policy. Last 
week a socialist document circulated called for the nationaliza- 
tion of certain companies including our STC company. 

In Belgium, the general thought will be rhuch like France. 

In Italy, we have seen a continuous wave for some six months 
now of ill-founded strikes which if not aided by Government 
have been at least allowed to continue as the Government 
itself is committed to a semi-Leftist approach and to increasing 
nationalization of industry. The first of the Russian deals for 
oil was made in this area. 

In Germany, we have a friendly government largely founded 
perhaps on nearness to the Russian border. However, there 
will be and are questions arising about their basic policy in 
relation to the U.S. and at any one time any of these areas 
there may emerge as a problem as problems themselves may 
rise within that country, including pressures from its Euro- 
pean government and business partners. 

Overshadowing all of these facts in Europe for ITT is the 
basic change taking place through the medium of the Com- 
mon Market in the supplying of our PTT markets. More and 
more, the PTT ministers are comparing notes, cost quotations 
and pricing and, if at least sourcing is not changed, pressures 
will be brought to bear on our basic price and in profits in 
selling to the PTT’s. Almost two-thirds of our income wn 
Europe is derived directly from these PTT fields. The Common 
Market pronouncements themselves if and when followed, 
would call for complete compulsory international bidding for 
all PTT supplies without reference to source country of manu- 
facture. While it is admittedly early for this to take place, it 
is clear that under the Common Market intentions this is the 
drift and trend. 


[2431] We move now to Latin America, our other large area 
of source of income, accounting for approximately 25 per cent 
of our 1963 earnings. There is as we have already experienced, 


& strong emerging trend toward nationalism and a. failure up 
to now on the part of the United States to control these trends 
as they affect United States’ private business. Also an increas- 
ing tendency on the part of these countries as time and con- 
ditions permit to play one outside country against another. 
Particularly will this become further possible with the present 
split with Europe. Only recently De Gaulle has announced a 
program to enlarge French influence in Latin America as an 
example of these trends. 

It is clear therefore that this area of our earnings must be 
decreased in its proportionate total contribution. 

In speaking generally of our sources of earnings in Australia 
and particularly of our exports of Europe to the Far East and 
Near East. Predominantly these areas have been moving 
toward a local manufacture and increasingly Japan has been 
infiltrating these areas. These underdeveloped markets at the 
moment require specially long term finance from source gov- 
ernments of manufacturing areas and while these markets are 
not to be ignored they are at the moment not important in 
our total volume of earnings but certainly they do not auger 
for high U.S. prestige and future penetration of these markets 
as against the factors mentioned. 

In retrospect then, it would appear that over the next decade. 
our earnings for both fiscal, nationalistic and other reasons 
derived from abroad will be subject to increasing pressures 
pricewise, sourcewise and ownershipwise than in the past. Also 
that we may well have fiscal and other types of interference 
derived from the greater political problems of the United 
States’ position in relation to Europe and other areas and in 
turn what actions might take place out of these pressures are 
unknown except that they will in general tend to be less favor- 
able than in the past on an increasing basis. 

When one looks in therefore back to our last paragraph when 
it is apparent that only 18% of our earnings and less than 50% 
of our dividend requirements are being earned in the United 
States, it is clear that we must organize a goal program for 
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Policy 

Size of acquisition program. If we accept as our immediate 
goal objective an increase in U.S. earnings to at least equal our 
US. dividend payout we would have a first immediate goal on 
an acquisition. 

If we assume that second and longer-term goal for perhaps 
five years from now to reach a 55 percent U.S. versus 45 per- 
cent foreign source ratio of earnings for dividends, because of 
the present disproportion of earnings and * * * 


[2435] 5. General Comments 


In general comment, I might add that it will not be easy to 
carry out this program under present conditions. The growing 
trend of the world, on which we have commented above, is well 
recognized by investors and is increasingly having a weighing 
effect on the value of our stock. In spite of the fact that our 
earnings are operating at new, historical highs, our stock is sell- 
ing currently hardly more than 10% higher than it was four 
years ago. There is no question in my mind that there will be 
periods ahead when under buoyant conditions our true earnings 
will be more readily recognized in the evaluation of our stock, 
but it is also increasingly clear that there is a market change 
taking place in the general confidence of the American investor 
in all foreign operations and sources. 

In other words I think we should seek and take all good 
opportunities as they present themselves up until such time, at 
least, as we feel that our competence as a management has 
been stretched too wide in scope and we must of necessity slow 
down such a program. 

To the degree that we are able to select good companies and 
are able to pay reasonably for them, to that degree the strain 
on our management situation will be lessened as against pick- 
ing up distressed situations. We will, also, as part of this pro- 
gram, continuously, as we have, be bringing executives into our 
company for the purposes of transfer into our line divisions and 
for development of both our new and older employees to move 
into new situations as a matter of representation for the 
company. 

H. S. Geneen. 
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[2461] [Federal Communications Commission, Exhibit No..- 
J-188 ; presented by Justice Dept.] 


OUTLINE For TaLKs at Wute, WELD & Co. on SEPTEMBER 15, 
1965, anp New York Stock ExcHANGE—SEPTEMBER 17, 1965 


INTRODUCTION 


Our management has completed its sixth year at the helm; 
it appears to be a good time to review the progress which has 
been made in the past five or six years, and to look at what we 
see ahead over the next five years. 

First a few highlights: 

Size of ITT Today 

5th largest in terms of employees. 

31st in sales among Fortune “500”, 41st two years ago; 52nd 
in 1959. 

World’s largest supplier of telecommunications and elec- 
tronics equipment. 

Now I would like to spend a few minutes to show what we 
have accomplished in the last five years, and then I will discuss 
how this has been brought about. 

During the five-year period from 1960 through 1964: 

Sales and revenues rose 100% from $765 million to $1.542 
billion. 

Importantly, while our sales went up 100%—our people only 
went up from 136,000 to 185,000 in this period, or 32%. 

But size has not been our preoccupation. We feel that earn- 
ings—and particularly earnings per share are far more impor- 
tant. 

In this same five-year period 1959-1964, net income increased 
117 per cent—from $29 million to $63 million. 


[2462] Earnings per common share climbed from $1.90 to 
$3.11, an increase of 63%. (If the earnings in 1960 from Cuba 
are excluded, the increase would be 82%.) 

But as a matter of strength, we feel that consistent growth in 
earnings is important. (24 consecutive quarters of year-to-year 
increases in sales, net income and earnings per share. ) 
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In this respect, as a check on our own performance, we took all 
the companies listed on the N.Y.S.E. that were over $750 
million sales in 1959 and determined the compound rate of 
growth in their per share earnings between 1959 and 1964. 

In this survey we ranked #11—with compounded rate of 
slightly over 10% growth in earnings per share for the period. 
(By contrast, some other growth rates were: Du Pont 4%, 
General Electric 2%, Westinghouse and Goodrich 0% and 
group average was 67%). 

Simply stated, I believe this 5-year record clearly establishes 
ITT today for your consideration as one of the world’s top 
major growth companies—and we intend to keep it that way. 

In assessing the basic strengths of the company in 1959, it 
was apparent that Europe represented the most promising area 
of growth, but it was apparent that there was a great deal of 
room for improvement. 

Therefore, as part of our theory to put our money on the win- 
ning horse, we established the following order of priorities: 
Europe, Latin America, International Communications and the 
United States. Let us examine, in turn, what has been accom- 


plished in each of these areas. 


[2463] EUROPE 


Now let me trace some of the steps we have taken in Europe 
in this period: 

1. Plant program of $225 million. From $15 million per year 
in 1959, to $40-$50 million per year in 1961-64. Space from 10 
million to 20 million sq. ft. New equipment—new factories or 
laboratories needed to meet expanded demands and delivery 
times particularly in export market. 

2. Control of inventories and receivables. Reduction in re- 
quired working inventory level of $150 million. Assets per $ of 
sales were cut from $1.12 to 86¢ in 1964, with goal of 75¢. 
Saving of some $225 million. 

3. Products in Europe 

A. Telephones. ITT is foremost in Western Europe in tele- 
communications; equals other two competitors combined. Over 
$500 million per year in Europe in these products—growing 
about 10-12% per year, and non-cyclical. 66% of our Euro- 
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pean sales in this market. 315 million population Europe; 190 
million U.S. Another $24 billion to catch up in our markets 
alone. ($600 per line) 

B. Components. Europe-wide sales organization—sales to 
commercial and industrial customers. 10% of European sales in 
1959, little less than $100 million in 1964. Clevite and Fairchild 
will increase in 1965. 

[2464] C. Consumer Products. Losing money in Germany 
and U.K. in 1960. 1964 sales $136 million plus $15 million 
Oceanic ($190 million in 1965) 

4. Management 

We now have probably most effective group management in 
Europe of any (American) company, operating as a highly 
integrated team. 

A. In Brussels, approximately 125 executives. High level, 
multi-national aggressive regional staff made up of Product 
Line Managers, financial staff, manufacturing staff, research 
and development staff. 

B. EAC and SAB groups monthly meetings in Brussels bring 
to bear judgment of European managers on major company 
policy and operating problems. People running the jobs make 
good, fast decisions. 

C. In terms of man days, approximately one year of last five 
years spent on analysis and decisions on company problems. 
These groups are action groups. 

Let us look’ now for a moment at over-all European results 
which have flowed from this controlled action program: 

1. Sales have increased from $363 million in 1959 to $775 
million in ’64 

2. Earnings have increased from $12 million in 1959 to more 
than $30 million in 1964. 


[2465] LATIN AMERICA—SECOND OBJECTIVE 


Our specific objectives were to: 
Protect our properties against expropriation and restore 
investor confidence in South American operations. 
Secure rate increases for our utilities. 
Meet our construction commitments in our telephone 
operating companies. 
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A. In the matter of rate increases, we have been firm and 
insistent, and this has paid off. In Chile, we received two rate 
increases last year amounting to 48%, and one in 1965 to keep 
even with the gold peso. 

B. Arranged AID guarantees where available—$55 million 
on ITT investment in Chile—cover 75% of equity. 

C. For the future, in Chile and Peru, all expansion will be 
financed at the local level and will include the use of loans from 
U.S. or international lending agencies, financing from local 
subscribers and local government financial support. 


INTERNATIONAL COMMUNICATIONS 


A third objective was to make a real business out of our tradi- 
tional worldwide international communications activity. What 
have we done? 

A. Acquired the 43% minority interest in AC&R as first 
step. 

B. Eliminated duplications in management between our 
AC&R companies and our radio companies. 


[2466] C. Eliminated duplicated facilities and scrapped 
obsolete cables (about $5 million tax credit). 

D. The results have been gratifying. Earnings have risen 
from $3.8 million in 1959 to more than $8 million in 1964 and 
curve for future is upward. 


UNITED STATES—FOURTH OBJECTIVE 


This brings us to the United States Market. 
Our objectives have been: 


1. Increase the U:S. portion of our total earnings. 

2. Reduce the proportion of our government defense 
area as our principal market. 

3. To establish ITT as a broad-based, strong, techni- 
cally-oriented communications company in the U5. itself, 
operating principally in growth areas. 

A. Acquisitions in the U.S. will earn in 1965 substan- 
tially more in per share of ITT earnings than our own over- 
all company. Earnings of acquisition companies in U.S. 
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in 1965 will be more than one-third above 1964. (Bell & 
Gossett $2.4 million in 1963 to $3.8 million in 1965). 

B. Much of our recent expansion in the U.S. has been 
through acquisitions. Since 1959 we have added to our 
U.S. sales about $400 million through acquisitions (in- 
cluding Avis). Our growth has been approximately 2/3 
from within and 1/3 through acquisitions. 


[2467] C. With conclusion of recent Fairchild know-how 
agreement and purchase of Clevite Semi-Conductor Divi- 
sion, ITT will have a very broad product line in the semi- 
conductor field. 

D. Our military activity, where we have been about the 
20th largest military supplier, remains important to us, 
and we are working hard to increase our position and to 
improve our margins. Here again, earnings in 1965 will 
show significant improvement over 1964. Military sales 
have dropped as a per cent of total U.S. sales and revenues 
from 62% in 1959 to 49% in 1964. 


We have made good progress in achieving our first objec- 
tive—to increase share of U.S. earnings. (Chart showing ratios 


in 1959 vs. 1965; U.S.-Foreign; Manufacturing vs. Services). 

1. U.S. earnings as percentage of dividend rose from 53% 
in 1959 to more than 80% in 1964: In 1965 U.S. earnings should 
cover dividends on both common and preferred stocks for the 
first. time. 

2. U.S. earnings have increased from 28% of total company 
earnings in 1959 to 30% in 1964 and will amount to 40% in 
1965. 

Show Chart of 1965 Versus 1959 


ANALYSIS OF BARNINGS (OPTIONAL) 


I£ we now look behind the overall improvement in our earn- 
ings as shown in these charts (or figures), the reasons for the 
improvement become more apparent: 


[2468] 1. Domestic earnings have grown from $5.5 mil- 
lion in 1959 to $33 million in 1965 (before allocations) 
Equal to National Cash Register or Litton. 
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2. Foreign earnings from $21 million to $53 million. 

3. Total manufacturing from $16 million to $51 million. 

4. Objective is 50-50 division of earnings between U:S.- 
Foreign and Manufacturing and Services—within next 
several years. 


Most important, approximately 80% of our total earnings are 
now in areas with above-average growth potential: 

Communications and Service area (42%) with annual 
growth rate of 16%. 

European telecommunications (39%) with growth rate 
of 12%. 

Commercial & Industrial Products, principally electrical 
& controls and speciality temperature products (10%) 
with growth rate of 10%. 


Thus, 80% of earnings have composite growth rate of 14% 
compounded annually. 


ACQUISITION PROGRAM 


Now that we have seen the basic change in ITT from 1959 
to what it is today, and what we envision for the next five 
years, it is obvious that this change would not have been possi- 
ble except for our acquisition program, which I will turn to 
next. 

As a result of acquisitions, our U.S. earnings today are larger 
than total earnings of some major U.S. companies, such as 
Litton, National Cash, Corning Glass, B.F. Goodrich and 
United Aircraft—to mention a few. 

These acquisition earnings have not been a case of “growth 
for growth’s sake”, but instead they have followed our ob- 
jective of achieving “balanced, growing, worldwide earning 
power”. 

This leads me now to a discussion of our overall acquisition 
program; what our philosophy is; and to indicate what some 
of our thinking is in this area. : 
[2469] We classified the various types of business in terms 
of desirability and “low” risk factors, such as: 

Consumer utilities 
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Quasi-protected consumer markets—TV broadcasting 
Business services—subscription data processing 
Consumer hard goods—TV and radio manufacturing 
Capital goods—computers, office equipment 
Electronic components 

Military 

Our acquisition efforts are directed towards consumer areas 
which combine low risk, low risk in management and high 
returns. (Particularly in the consumer services and financial 
services). 

Our financial services acquisitions and business services, i.e., 
Avis, subscription date processing—fit these requirements. 
Moreover, they have above average growth—Avis growing, for 
example, at 25%; Aetna at 15%. 


Guidelines on Acquisition Program: 

Carefully and soundly planned for long-term growth, 
particularly in communications and service areas in U.S. 
where we see both high rate of return and good potential 
for growth. 

Acquisitions must have growth potential for Europe— 


examples such as Aetna, Avis, Hamilton. 

Acquisitions must have better growth than overall 

ITT—Avis, Aetna. 
[2470] ITT contributes something to each acquisition— 
high degree of financial background among ITT executives 
in areas such as insurance, banking, credit and mutual 
fund industries. 

Bell & Gossett, Aetna and Avis are good examples of 
ITT management’s ability to manage money and manage 
people so as to achieve faster growth than before they 
joined ITT System without sacrifice in basic soundness 
of earnings. 

Acquisitions are two-way streets—ITT contributes 
something to each company, but in turn these companies 
provide pilot line for ITT management in United States. 
“Cross ruff” policy to Europe. 
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ITT’S GROWTH POTENTIAL 1965-1969 


Up to this point, we have looked at ITT’s record of progress 
over the past five years, and at what kind of company ITT is 
today. Let us now peek into the crystal ball for a glimpse of 
what we see ahead for this company. 

1. Sales to double in next five years—from $1.5 billion 
to more than $3 billion 

2. Two-thirds of this growth to come internally; one- 
third through acquisitions, with emphasis on communica- 
tions and service in US. 

3. Net income and per share earnings to grow in same 
pattern as in past five years about 12% annually. 


HOW WILL WE FINANCE THIS FUTURE GROWTH 
Same pattern as in past five years, in which: 


1. No sale of equity securities 

2. Financing was done principally from retained earn- 
ings and depreciation and reasonable short term borrow- 
ing ($135.0) 

[2471] 3. Our long-term borrowing of $255.0 was well 
supported by our increase in equity from both retained 
earnings and stock given for earning acquisitions. 

4, Our over-all system-wide debt-equity ratio moved 
from 28% to 32%. 

5. Most important to this accomplishment is the equiv- 
alent of some $225 million that was made available to the 
needs of this growth by the better control of working assets 
we spoke of. 

‘Communications Activity 

We are often asked “Why not buy U.S. telephone com- 
panies?” 

Answer is two-fold: 


1. Available ones are priced too high; 
2. AT&T and GenTel already have 92% of market; 


However, you may be surprised to know that our total invest- 
ment in communications is something over $250 million, 
consisting of : 
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Comsat, Latin American Telephone companies, Puerto 
Rico Telephone, Virgin Islands, and other investments. 


SUMMARY 


1. We are proud of our record of growth over past five years 

and the fact that we are building, even though a large one, 
a growth company. 
[2472] 2. We are building on a strong growing base of prod- 
ucts in Europe, our international communications are expand- 
ing at a record place, and we have now built a foundation in 
the U.S. which will serve as a “launching pad” for our future 
objectives in this area. 

3. We now have a broad management in place and momen- 
tum. 

4. We are confident of attaining our objectives over the next 
five years and that they will be as successful as the last—per- 
haps easier. 


[2473] [Federal Communications Commission, Exhibit No. 
J-189; presented by Justice Department] 


Tue Morvat Fonp Inpustrry 


The reasons we recommend ITT entering into the Mutual 
Fund field is because it opens high controllable growth earn- 
ings in the “financial services” field which has moreover many 
of the opportunities of “insurance growth” for the future. 

The mutual fund industry is today one of the fastest. grow- 
ing industries in the United States and its assets have more than 
quadrupled over the last ten years, growing at an annual com- 
pound rate of 17% since 1954. In many ways, however, it can 
be said that the surface has hardly been scratched in terms of 
the potential market that exists for mutual fund shares and 
the newer “equity endowment insurance” contracts. The $25 
billion of total assets under fund management at the end of 
1963 is still small in comparison with the older institutions of 
life and endowment insurance, which increasingly mutual fund 
investment, with their recognition of “inflation” are invading. 
The same applies to savings and loan associations. For in- 
stance, mutual fund assets are only some 10% of current sav- 
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ings deposits of $245 billion. Mutual funds are also quite small, 
of course, when compared with the direct ownership of stocks. 
The annual gross sales of fund shares is less than 6% of the 
total dollar value of stocks traded on the New York Stock 
Exchange alone. 

The reasons for this four hundred per cent growth in ten 

years have been well publicized. It is, in part, based on the 
old values of diversification and continuous professional man- 
agement which the funds are able to offer the small investor, 
but increasingly for the far better performance in terms of in- 
come and capital appreciation that fund shares offer through 
equity investment than alternative * * *. 
[2482] 3. The penalty feature of contractual plans affords 
the advantages of life insurance (a forced saving) without hav- 
ing all the disadvantages of the purchase of straight life 
insurance. 

With the consistent liberalization of social security and cor- 
porate pension fund benefits, greater recognition is being given 
to the media through which inflation protection is available. 
Young adults having watched their parents’ anticipation of 
retirement on a “modest, but adequate” fixed payment from 
insurance, social security, etc., only to find the purchasing 
power of the saved “hard dollars” withered away by the ravages 
of inflation would provide a ready market for “Equity Endow- 
ment Insurance.” 

While it has been mentioned that the mutual fund industry 
in the United States has hardly begun to scratch the surface 
of its available market, this is, of course, even more true over- 
seas. There is no reason to believe that the pattern of growth 
in savings and investments in Europe, for instance, over the 
next decade, will not parallel the United States’ experience in 
the 50’s. 

In fact, 175,000 employees of the Company already form a 
considerable internal market, as they would for any insurance 
project. 

There is little doubt that entry into the mutual fund indus- 
try by ITT should have a favorable influence on the Company’s 
corporate image. Not only would it indicate management’s 
vision and awareness of the favorable outlook for the area of 


669 


“financial services,” but it would also serve as a base on which 
to build a full complement of these services. This is increas- 
ingly the trend in corporate America and the already referred 
to entry of Sears into the business is * * *. 


[2608] [Federal Communications Commission Exhibit No. 
J-196; presented by Justice Department] 


Baker Weeks & Co., Group BroapcastTers (Procress Reporr) 


Approxi- - 
mate 1964 F Yield 
Price Price Div. (Percent) 
(Ost ee Range —————_— Earnings 


BSARSRES 


1 For fiscal year ended March 31 of following calendar year. 


Summary and Conclusion—Overall 

Despite generally higher prices, the stocks of group broad- 
casters now are selling at earnings multiples no higher, on the 
average, than last November, the date of our previous report. 
We have stated previously the reasons for our view that the 
group broadcasters at 12 to 17 times earnings are undervalued. 
Recent developments in such areas as industry operating trends, 
UHF, FCC regulation, pay TV and community antenna TV— 
all discussed in detail in the body of this report—do not provide 
any reasons for altering this view. We therefore continue to rec- 
ommend all of the stocks for new commitments. At the respec- 
tive present price levels, we think that Capital Cities, Metro- 
media and Taft are particularly attractive in terms of potential 
intermediate capital appreciation. 


Summary and Conclusion—Individual Companies 

Capital Cities continues to record superior earnings growth 
from most of its properties. Comparisons during the second 
half and for most of 1965 will be also helped by the inclusion 
beginning September 10 of several former Goodwill stations. 
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We estimate earnings for the year at about $2.10 per share vs. 
$1.58 reported for 1963. Another significant increase to perhaps 
$2.60 per share appears to be a reasonable expectation for 1965. 
The stock, at around 34 now, has shown a substantial apprecia- 
tion during the past year or so, but the multiple is a still-con- 
servative 13-plus based on our 1965 projection. While the heavy 
debt and the absence of dividends might limit the stock’s appeal 
from conservative investors’ standpoint, we continue to regard 
the equity as one of the more attractive in the group in terms 
of intermediate capital appreciation possibilities. 

Since this is our initial coverage of Coz, we think it pertinent 
to point out that the Cox stations are indicated to constitute 
one of the most well-balanced lineup of TV (and to a lesser 
extent radio) stations among group broadcasters and that the 
management appears to be well-regarded and capable. Because 
of the 30%-plus increase in common shares as a result of the 
initial stock offering last April, per share earnings this year 
will show no significant change from the $1.19 (pro forma) of 
1963—around $1.25 per average share or $1.15 per present 
share—despite a substantial increase in net income. However, 
1965 earnings are likely to show a significant increase to perhaps 
$1.60 per share, assuming the inclusion of the Pittsburgh TV 
station (which the company plans to acquire subject to FCC 
approval) for the full year. The stock has performed quite well 
since its April offering at 1614, and the present price of 25 
makes its multiple one of the highest in the group. The equity 
nevertheless continues to be a suitable investment vehicle, in 
view of the company’s solid basic position and the still reason- 
able (as compared with common stocks generally) market 
valuation. 

Metromedia is likely to report earnings of $2.50 per share or 
more this year, vs. $2.13 in 1963, despite a sharp increase in de- 
preciation charges. (Cash flow probably will exceed $6.00 per 
share this year, vs. $4.55 in 1963.) Since depreciation charges 
will be leveling off next year (barring additional acquisitions), 
earnings are likely to show a sharp improvement, perhaps to the 
$3.25 per share area. The company is currently looking for a TV 
station, preferably in a major market, to replace the Sacramento 
station sold a few months ago. If the search comes to a success- 
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ful conclusion by early next year, the $3.25 figure could prove 
conservative. The stock has had a relatively sedate performance 
during the past year or so and, at the present price of around 37. 
appears to be one of the more attractive in the group from an 
intermediate standpoint. 

Scripps-Howard has had a relatively static operating record 
during the last three years; earnings this year are likely to be 
around $1.25 per share, vs. $1.17 in 1963 and $1.20 in 1962. 
There are no clear-cut explanations for this below-par per- 
formance and, for that reason, it is also difficult to predict when 
the historical growth trend will be resumed. In view of the gen- 
erally favorable industry outlook for next year, we are tenta- 
tively projecting earnings of around $1.40 per share. 

[2610] The stock at around 22 (bid) sells at close to 16 times 
this projection, which multiple is one of the highest in the 
group. Until there are more concrete evidences of a resumed 
growth, the stock’s appeal is limited primarily to the relatively 
high yield of 4.5% provided from the $1.00 annual dividend. 

Storer had an excellent second quarter, with net income in- 
creasing some 2714%. For the full year, we look for earnings of 
around $3.55 per share vs. $3.12 last year (on ending shares 
before a non-recurring loss). Another 10% improvement to the 
$3.90 per share level appears to be a reasonable expectation 
for 1965. As relatively the most mature of the group broad- 
casters, the company’s growth rate over the longer term might 
be somewhat more moderate than those of most others; it 
nevertheless should comfortably exceed that of the average 
industrial company. The stock at around 47 sells at a conserv- 
ative 12-plus times our 1965 projection. It also provides a liberal 
4.2% yield from the current $2.00 dividend. These character- 
istics continue to make the stock an attractive long-term 
investment. 

Taft is likely to show a major increase in earnings for the 
fiscal year ending next March 31, partly because of the inclu- 
sion of several former Transcontinent properties from last 
April 1 and partly due to significant improvements being 
recorded by most other properties. We estimate earnings for 
the current fiscal year at $2.75 or more vs. $1.49 last year. Since 
management has not yet had the time to bring the newly 
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acquired properties to their optimum levels of efficiency, com- 
parisons are likely to continue favorable well into the next 
fiscal year, leading to earnings of $3.25 per share or more. The 
large debt incurred to finance the Transcontinent acquisition 
does not make the stock significantly more speculative than 
previously, since annual debt service requirements will be 
comfortably less than minimum probable cash flow of the com- 
pany. The stock at around 38 capitalizes the $3.25 projection 
at less than 12 times; it continues to be relatively one of the 
more attractive in the group despite recent strength. 

Wometco continues to record excellent growth. As we pre- 
viously noted, this is more or less the only situation among the 
seven which affords investors the regional approach to invest- 
ing (as available in public utilities and banks). The region in 
this case is the fast-growing state of Florida, which—together 
with the company’s aggressive acquisition program—has con- 
tributed to the superior recent growth record of the company. 
We estimate the company’s earnings this year at $1.60 per share 
or more vs. $1.25 in 1963; earnings in 1965 are projected at 
$1.90 or more, without any further acquisitions. The company’s 
growth prospects continue to be above-average, and the stock 
at 32 (bid), slightly less than 17 times the 1965 projection, 
seems reasonably priced. 


* * * * * 


[2611] Industry Operating Trends 

The television broadcasting industry continues to grow at a 
relatively fast rate. According to statistics released by the Fed- 
eral Communications Commission, total industry revenues rose 
to $1,395 million in 1963 from $1,304 million the previous year, 
representing a 7% increase, despite the four-day absence of 
commercial programming following President Kennedy’s as- 
sassination last fall. The nonnetwork segment alone showed 
an even greater gain; the combined spot-local business in 1963 
was up 914% over 1962, with the spot segment leading the 
way with a gain of more than 11%. According to monthly 
estimates made by Television Age, a trade publication, the 
industry continued to record above-average gains during the 
first half of this year. The spot business showed a 10% in- 
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crease, while local sales gained over 21% during the period, 
according to these estimates; network compensation to affili- 
ates rose some 514%. It appears that the gain for the non- 
network segment of the industry will show a greater increase 
for the full year 1964 than it did last year, the figure probably 
exceeding 10%. Barring an unexpected setback in the general 
economy, another substantial growth appears in store for 1965. 

As our August 1963 study revealed (Table III on page 14), 
TV station profit margins have been widening in recent years; 
the industry pre-tax margin had widened from 16.1% in 1958 
to 20.2% in 1961. After jumping to 23.7% in 1962, the margin 
last year leveled off at 23.0%. A review of the historical pat- 
tern shows that improvements in profit margins come in spurts 
rather than in a steady year-to-year climb. The figure for each 
year is dependent to a considerable extent on the number and 
size of new stations, which are likely.to start off in the red, and 
the number and size of station transfers, which often result in 
sharply stepped-up initial depreciation charges. It appears that 
the slight narrowing of the margins in 1963 represented no 
more than another temporary phenomenon; based upon the 
first-half results of the publicly-held group broadcasters, it 
seems probable that the margins this year will resume their 
widening tendencies. The projection made in our original study 
of a 10% average growth in per share earnings for a typical 
group broadcaster continues to be a very reasonable intermedi- 
ate expectation. 

One of the doubts which apparently continues to be held 
by some investors concerns the “maturity” of major TV mar- 
kets. As the major groups approach or reach the maximum 
number of station holdings permitted by the FCC and as their 
trading-up process continues, it is argued that their growth 
rate will be gradually reduced to negligible proportions by their 
increasing reliance upon the growth of the individual markets 
themselves, which are supposedly reaching the fully mature 
status. Table I should go a long way in dispelling such doubts; 
it shows robust growth for each of the ten top U.S. markets 
during the past two years. In fact, the only exception to this 
statement concerns profits of the Washington market, which 
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apparently were held down last year primarily by the start- 
up early in the year of a UHF station. Incidentally, the table 
shows that growth rates vary from market to market; different 
market patterns tend to balance out for a group, enabling a 
relatively steady overall year-to-year growth. 


[2612] Tasix I.—Major market operating trends 


% Change 
cial 1963-1962 :1061 GS vs. GB vs. 
62 6 


Inc.—Total telecast pre-tax income in market. 
4 As of 1963, including UHF. New stations started during this period in Los Angeles and Washing- 
ton, which probably added to market revenues slightly but may have reduced market profits initially. 


UHF Developments 

The “all-channel” law, which requires all TV sets shipped 
across state lines to be equipped to receive UHF as well as VHF 
channels and which is intended to help develop the UHF spec- 
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trum, went into effect in May. So far, however, there has been 
no rush to build UHF stations. During the first nine months of 
1964, just three new commercial UHF stations—in Chicago, 
Dayton and San Juan—and four educational UHFs came on 
the air. (Three commercial VHF’s—in Corpus Christi, Tex.; 
Redding, Cal.; and Walker, Minn.—and seven educational 
VHEFs also started operations during the period.) There are a 
total of only 122 UHF stations, including 36 educationals and 
10 satellites, on the air at the present time, whereas there are 
some 1,600 UHF channels available, with more to be allocated 
in coming months. So far this year, some 40 applications for 
commercial UHF stations and 12 educational UHFs have been 
received by the FCC, bringing the total pending to 114. How- 
ever, this figure includes a considerable number of competing 
applications involving a few of the more [2613] attractive 
channels. Construction permits for about ten commercial and 
five educational UHFs have been granted so far this year, bring- 
ing the total outstanding to 67 and 23, respectively. There is no 
guarantee that all these stations will be eventually built, 
however. 

Even though the all-channel law has been in effect for several 
months, considerable portions of retail TV sales continue to be 
in the VHF-only sets. This is because the distribution pipelines 
were filled last spring with perhaps two million VHF sets, in 
anticipation of continued demand by consumers who do not 
want to pay $20-30 extra for UHF reception, which is not now 
available commercially to nearly 90% of TV homes. In the ten- 
year period between 1954 and 1964, some 7.6 million all-chan- 
nel sets were sold. However, 3.6 million of the total were sold 
in the 1954-56 period, when there was still considerable opti- 
mism about UHF; these sets probably will be scrapped over 
the next several years. Furthermore, a large portion of all- 
channel sales in the past has been made in markets with entirely 
or primarily UHF service. It therefore appears that it will be 
another five years before a majority of TV homes are equipped 
with UHF sets, nearly a decade before UHEF achieves a practical 
saturation of TV homes. The continued slow UHF construction 
activity is understandable in these circumstances. 
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It should be emphasized that not all UHF stations are un- 
profitable. (Nor are all VHF stations profitable.) Table IT re- 
veals the fact that a majority of UHF stations reported black- 
ink operations in each of the last two years, although none 
showed large profits (over $400,000 pre-tax). However, it is 
probable that most of the profitable stations operate in mar- 
kets with no VHFs, such as Bakersfield, Cal.; Fort Wayne, 
Ind.; Peoria, Ill.; South Bend, Ind.; Youngstown, Ohio; and 
Wilkes-Barre/Scranton, Pa. (Of these three-channel markets, 
Bakersfield reported a slight overall deficit in 1963, while others 
were comfortably in the black.) On the other hand, UHF sta- 
tions in intermixed markets generally appear to be experiencing 
rough going, even where they have network affiliation. A UHF 
station which can deliver only about one-fifth as many viewers 
as its VHF competitors (as in the case of Knoxville, Tenn.—a 
not atypical example) cannot expect to be very profitable. 


Taste II.—Operating experience, UHF vs. VHF 
UHF 
Number of stations ! 


Number reporting profits. . 
Percent of total profitable... 


Number reporting profits of: 


1 Stations operating full year only. 

Source: Federal Communications Commission. 

[2614] As the number of all-channel sets in use increases, 
existing UHF stations in markets with one or more VHFs are 
bound to experience some improvements in their competitive 
position. If a UHF has network affiliation, its gain might be to 
some extent at the expense of its VHF competitors. However, 
any losses by the VHF are likely to come only gradually, over a 
period of a decade or more. Furthermore, any improvement in 
a UHF’s circulation is likely to attract more advertising dol- 
lars to its market; Knoxville, for instance, now obtains signifi- 
cantly less TV dollars than similar-sized markets with three 
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VHFs. There is also the substantial likelihood that UHF might 
never be fully competitive with VHF due to technical fac- 
tors, as discussed in our August 1963 study. While UHF trans- 
mission and reception might well be improved in future years, 
UHF’s effective coverage area (now usually within 25-30 miles 
of the transmitting tower vs. 55-60 miles for VHF) probably 
will remain substantially smaller than that of VHF. 

Because of the necessarily gradual manner in which TV 
homes will be converted to all-channel sets, most existing UHF 
stations as well as those now going on the air are likely to 
experience at least several more years of unprofitable or mar- 
ginal operations, with relatively slow year-to-year improve- 
ments. Consequently, new UHF start-ups might continue to be 
relatively few and far between. In addition to all-UHF areas 
and larger markets with less than three VHFs, new UHFs are 
likely to come in the top dozen or so major cities. Thus, con- 
struction permits are outstanding for UHFs in Boston, Chi- 
cago, Detroit, Linden (Metropolitan New York), Los Angeles, 
Philadelphia, San Francisco, and Washington, among other 
places. Experience has shown that there is room for successful 
operation of stations (TV or radio) aimed at special audiences, 
such as minority ethnic groups, and many of the forthcoming 
UHFs might well follow this course. If so, they are likely to 
rely largely on specialized sponsorship, with existing VHFs 
being affected very little, if any. 

It is significant that group broadcasters (including the three 
network groups), which are long on broadcasting experience as 
well as financial resources, have generally shown little interest 
so far in entering UHF broadcasting. Among the seven groups 
covered in this study, only Metromedia and Taft own UHF 
stations. (All of these are in UHF-only markets and are indi- 
cated to be profitable operations.) The groups with active in- 
terest in UHF often seem to be either those somewhat late in 
establishing strong VHF positions—such as Kaiser Broadcast- 
ing—or those finding profits in the specialized audience ap- 
proach—such as United Television and Spanish International 
Broadcasting. We continue to think that there will not be 
materially more than 100 new commercial stations (mostly 
UHFs) going on the air during the next five years. Since most 


678 


of them probably will start off with rather modest revenues and 
build up their operations only gradually, their effect on thé 
overall TV industry is likely to be quite limited. Thus, existing 
TV stations generally appear to have relatively little to be 
concerned about competition from new stations at least for 
several years, although there might well be individual excep- 
tions. 

[2615] FCC Activities 

In retrospect, the trend toward a tighter FCC control of the 
broadcasting industry, which had been observable for several 
years, apparently reached a peak, at least temporarily, in March 
1963. It was then that the Commission, by a 4-to-3 vote, an- 
nounced its plan to issue notice of a proposed rulemaking to 
limit the length and frequency of TV and radio commercials. 
The action came soon after the appointment of Kenneth A. 
Cox to the Commission and appeared to suggest the forming 
of a new majority favoring “tough policies.” Chairman Newton 
N. Minow, the leader of this faction, resigned in May 1963, but 
it was generally felt that E. William Henry, who succeeded him 
as chairman, and Lee Loevinger, who was appointed to fill the 
vacancy on the Commission, will continue to maintain—even 
step up—tight regulatory policies. 

However, Commissioner Loevinger has proven not to be a 
consistent supporter of the tough regulatory line. In fact, with 
the exception of multiple ownership rules, he has tended to 
favor more reliance on self-regulation on the part of broad- 
casters. In the meantime, a number of Congressmen became 
concerned about FCC activities. As noted in our November 
report, several objected in particular to the Commission’s at- 
tempted rulemaking on commercials as being an illegal exten- 
sion of its jurisdiction. Eventually, Rep. Walter Rogers, a 
Democrat. from Texas and chairman of the communications 
subcommittee of the House Commerce Committee, pushed 
through the Commerce Committee, and later through the 
House, a bill prohibiting the FCC from setting commercial 
time standards through rulemaking. 

Last January, two months before the Rogers bill was passed 
by the House, the FCC unanimously decided to abandon the 
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commercial limit proposal. At the time, the Commission stated 
that it had not decided to pass up the subject entirely, that it 
intended to follow the alternative course of giving the matter 
closer attention on a case-by-case basis; the FCC staff was 
asked to bring up outstanding cases of over-commercialization 
for consideration and action. Last July, however, the Commis- 
sion apparently withdrew even further from an active role in 
regulating commercials. In a series of 4-to-3 votes, the Com- 
mission declined to accept staff recommendations to consider 
commercial practices in granting license renewals to several 
broadcasters in the South. The Commission went further, in- 
structing the staff to stop making recommendations relating to 
individual stations’ commercial practices, at least for the time 
being. This does not mean that the FCC has abandoned the 
subject of commercials entirely, but it is indicative of the 
greater restraint apparently being exercised by the Commission 
in considering new areas of regulation. 

At the present time, probably the only area of active FCC 
interest (aside from the UHF question) which could signifi- 
cantly affect group broadcasters has to do with multiple own- 
ership rules. For one thing, the Commission is attempting to 
force an owner of the maximum permitted number of stations 
to sell one before applying for another. This already has had 
a concrete effect; Metromedia found it desirable to sell one 
of its five VHF stations before starting to negotiate actively 
for a major-market station, with a result that it presently owns 
just four VHFs. [2616] The Commission also recently adopted 
arule to lengthen minimum mileage separation of stations under 
common ownership, with a result that group broadcasters will 
be somewhat more restricted than in the past in future station 
purchases. (Under the new rule, applicable only to future 
acquisitions, an owner of a TV station in New York, for in- 
stance, will no longer be permitted to acquire one in Phila- 
delphia.) These moves by FCC, in addition to the constantly 
rising station prices, might have the effect of slowing down the 
upgrading process on the part of group operators in the future. 

As mentioned in our August 1963 study, there have been sug- 
gestions from time to time to reduce the number of VHF sta- 
tions an organization may own from the present five to three. 
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A special FCC staff, in a study issued in 1957, recommended 
the retention of the present numerical limit but a restriction 
of common ownership within.the top 25 markets to three. 
More recently, an FCC staff recommended basing ownership 
limitations primarily on total population served. The proposal 
reportedly would prohibit—but only in connection with future 
acquisitions—an organization from having interests in TV 
and radio stations which, in the aggregate, serve more than 
25% of the U.S. population. The Commission just completed 
a special review of this and other proposals for tightening the 
multiple ownership rules, without reaching any definite con- 
clusions. Several of the Commissioners appear unsympathetic 
to any basic changes in the rules, and an action significantly 
adverse to group broadcasters is believed unlikely. As more 
groups with major multiple holdings develop, it will un- 
doubtedly become increasingly difficult to make any significant 
rule changes without causing widespread disturbances through- 
out the industry. 

One more aspect of the multiple ownership question warrants 
comment here. The FCC rules contain statements which in 
effect define “ownership” as any holding of the outstanding 
voting stock of 1% or more. By this definition, several mutual 
funds as well as a number of other investment organizations 
technically have violated the rule by owning 1% or more of 
shares in two or more organizations. Earlier this year, the Com- 
mission seemingly became aware suddenly of this long- 
existing fact; a few weeks ago, it issued a notice of inquiry and 
proposed rulemaking on the subject. The inquiry is intended 
primarily to seek suggestions on the method of obtaining com- 
plete and up-to-date information on broadcasting stock own- 
ership; the rulemaking will enable the FCC to issue cease- 
and-desist orders against violating stockholders. Until a final 
decision is reached on the matter, the Commission is following 
an interim policy of permitting continued stock holdings in 
technical rules violation by those who agree not to vote their 
shares. The 1% rule seems rather unrealistic, particularly in 
view of the fact that considerably more than 1% of the shares 
of most publicly-held broadcasters are owned or controlled 
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by management groups, so 1% can hardly be considered own- 
ership or control. 
Pay Television 

By far the largest portion of publicity in the pay TV area 
during the past year has related to the activities of Subscrip- 
tion Television, Inc., the West Coast concern which recently 
began operations in Los Angeles and San Francisco. The com- 
pany, [2617] one of the first pay TV operations intended to 
be a fully commercial venture from the outset rather than a 
“test,” obtained some $19 million through a public stock of- 
fering last fall, prior to which roughly $214 million were put 
into the company by several sponsors. The company had the 
initial objective of being in commercial operation with 20,000 
subscribers each in Los Angeles and San Francisco by July 1, 
1964. Due to numerous problems, however, the start-up was 
delayed in both cities. Service was finally begun in Los Angeles 
July 17 with about 2,500 subscribers and in San Francisco 
August 14 with an estimated 1,500 subscribers. At the present 
time, subscribers are not indicated to be substantially more 
than these initial figures. 

Because of the vast potential financial significance of pay TV 
to many segments of the economy, discussions of the subject 
have been often emotional and subjective. The STV venture 
has generated a particularly great amount of controversy; anti- 
pay TV forces have been very active in California, and they 
have succeeded in placing a referendum to outlaw pay TV there 
on the November ballot. There is no way of knowing its out- 
come; surveys have suggested that the voting might be very 
close. If the referendum is approved by the electorate, there 
undoubtedly will be lengthy litigation regarding its constitu- 
tionality. Even in the event of a victory at the polls, STV pros- 
pects are not entirely clear since the company appears to be in 
need of additional financing and since its ability to generate 
further investor interest appears questionable in view of its 
trouble-packed experience thus far. Reflecting these uncertain- 
ties, the STV stock now sells at around 8, well below the origi- 
nal offering price of 12. The company has tightened its belt 
drastically during the past month or so by stopping, at least 
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temporarily, production of special programs for its use and by 
furloughing over three-fourths of its clerical employees. 

Overshadowed by STV, two other pay TV operations (both 
classified as “tests”) have been continuing in Hartford, Conn., 
and Etobicoke, Canada. The latter, like STV, is a wired system, 
involving program transmission over specially connected 
closed-circuit cables. However, whereas STV customers are 
billed later, the Etobicoke system is based on cash payment on 
the spot. The operation was started in February 1960 by Inter- 
national Telemeter Corp. (asubsidiary of Paramount Pictures), 
the developer of the system, and Famous Players Canadian 
Corp. (controlled by Paramount), which has franchise for all 
Canada. The operation had somewhat over 5,000 subscribers 
at one time, but the coverage is now reportedly down to about 
2,500. The drop-off seems to have been a result partly of sub- 
scriber cancellations and partly of the desire on the part of the 
operators to reduce losses by eliminating marginal subscribers. 

The Etobicoke operation continues to incur deficits, and it 
might never be profitable since it was set up primarily as a 
test to study the feasibility of starting full-scale commercial 
operation; sponsors have expressed satisfaction with the ex- 
perience and information gained from the test. International 
Telemeter has been actively seeking independent groups to op- 
erate local Telemeter franchises throughout the U.S., and it 
recently announced the granting of franchises to three separate 
groups for operations in Miami, Atlanta, Dallas and Houston. 
(The Texas franchises [2618] were granted to an organization 
which had Telemeter rights since 1961 for Little Rock, Ark., but 
has failed to begin operations there.) None of the groups so far 
has taken concrete steps to set up systems; it is possible that 
little will be done unless and until the STV operation gives 
some solid evidences of success. 

In addition to the wired set-up pay TV can take the form of 
an over-the-air system similar to commercial TV. Unlike the 
wired version which now is not Federally regulated unless it 
involves interstate transmission, over-the-air systems are sub- 
ject to FCC regulation, including licensing by the Commis- 
sion. (It might be added that there is considerable support 
within the FCC for placing all pay TV systems—wired as well 
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as aired—under its jurisdiction, and some concrete moves along 
this line might well be forthcoming within the near future.) 
Because the Commission has proceeded rather cautiously on 
the subject of pay TV, in recognition of its potential impact 
on commercial TV, concrete developments in the over-the-air 
field have been quite slow in coming. The Hartford test—being 
conducted by a wholly-owned subsidiary of RKO General 
(owned by General Tire & Rubber Co.) using the Phonevision 
system developed by Zenith Radio Corp.—is the first and the 
only operation in this area. 

The Phonevision test began in June 1962 under a three-year 
trial permission from the FCC. The system has built up slowly, 
and there are now close to 5,000 subscribers. The operation is 
still in the red, but RKO has indicated that it is not interested 
in increasing the system’s coverage to over 5,000 homes while it 
remains a test. The future of Phonevision, and over-the-air sys- 
tems in general, is even more nebulous than in the case of wired 
systems, since it is not clear when the FCC will be ready to 
grant permanent operating licenses. Phonevision’s current test 
period will end in June 1965, at which time the Commission is 
supposed to consider the possibility of issuing a regular license. 
There appears to be a strong feeling within the FCC, however, 
that a single three-year test is not a sufficient preparation for 
taking such a major step. The Phonevision therefore might re- 
main a test operation for at least a few more years. 

The foregoing discussions make it apparent that pay TV still 
remains much more a fancy than a fact. As we have observed 
in previous reports, the best guess at this point seems to be that 
pay TV eventually will become a factor of some significance at 
future date. On the other hand, even the most optimistic of 
independent observers do not foresee pay TV as a true national 
force until the early 1970s. Furthermore, retention of a proper 
perspective is essential in evaluating the potential effect of pay 
TV on commercial TV. The fact is that in a typical U.S. home, 
the TV set is tuned in to a commercial program at least five 
hours a day, or 35 hours a week, throughout the year. Pay TV, 
even a decade hence and under most optimistic assumptions, is 
unlikely to account for more than a small portion of the total 
viewing time. Furthermore, commercial TV forces are follow- 
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ing developments in the field very closely, and they would seem 
to be as well-situated as any in taking advantage of the field’s 
potentials if pay TV gives indications of becoming a perma- 
nent, money-making force. 


[2619] Community Antennas 

Our previous reports on group broadcasters have not covered 
the subject of community antennas (CATV), primarily be- 
cause this has been a relatively small and insignificant part of 
the broadcasting industry. The CATV service is still available 
only to a limited segment of the nation’s population, but the 
industry has grown rather substantially over the last few 
years. Furthermore, because of CATV’s apparently close rela- 
tionship to pay TV, there has been an increasing amount of 
controversy about the subject both within the broadcasting in- 
dustry and in Washington. Several group broadcasters, includ- 
ing Cox and Storer, have become owners of CATV systems; 
one group, RKO General, owns some 29 systems with 34,000 
subscribers. We therefore think it worthwhile to review the 
CATV situation at this time. 

A community antenna television system picks up programs, 
telecast. by stations which are generally located at some dis- 
tance away, and provides these programs to subscribers over 
microwave relays and closed-circuit wire set-ups. Pick-ups are 
made off-the-air, free of charge, while subscribers are charged 
a fixed fee which averages perhaps $5.00 per month. First de- 
veloped in the hills of Pennsylvania and Oregon in 1949-50. 
CATV was originally intended (and still serves to a large ex- 
tent) as a means of bringing television to communities beyond 
easy reach of regular stations. During the first decade of its 
existence, CATV grew steadily but rather inconspicuously. 
There were some 750 systems in operation by 1960, but most 
of these were in small and isolated communities where no TV 
stations were located. 

During the past several years, however, CATV has begun 
to invade larger communities, including many markets which 
are served by one or more TV stations. Whereas the average 
town served by CATV in 1959 had a population of only about 
9,000, service in cities with a population of over 100,000 is now 
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not uncommon. Thus, the number of subscribers has tripled 
during the last five years, while the number of systems has dou- 
bled to approximately 1,400. Actually, CATV is still not a very 
large part of the overall TV industry; it serves only about 1.6 
million TV homes, or about 3% of the national total. The 
average system has only about 1,200 subscribers, which makes 
it almost insignificant in comparison with an audience avail- 
able to even the smallest commercial TV station. However, an 
increasing number of smaller stations are finding direct com- 
petition from CATVs. 

CATV actually benefits some commercial stations, since it 
in effect expands the audience of stations whose programs (and 
commercials) it carries. Over 400 commercial stations are now 
carried by CATV, and their rate cards generally reflect the 
incremental audience provided by CATV. On balance, 
CATV actually is still a plus factor for TV stations as a whole. 
However, stations in the markets fed by CATV may well ex- 
perience reduction in audience from the programs provided by 
CATV, some of which may actually be duplications of those 
carried by local stations. Furthermore, CATV is picking up 
an increasing number of different stations, sometimes as many 
as 10 or more, thus providing diverse programming to sub- 
seribers. This and the increasing use of microwave relays to 
pick up [2620] distant stations have caused some local broad- 
casters to worry about the ultimate possibility of a nationwide 
CATV link feeding the programming of the most diversely 
entertained cities such as New York and Los Angeles to the 
entire population. 

Thus, even stations not now adversely affected by antenna 
systems have become somewhat wary, and the FCC has been 
under an increasing pressure to regulate such systems. CATV 
now comes under FCC jurisdiction only where microwave re- 
lays are involved; for the remaining two-thirds or so of all 
systems which do not rely on microwave relays, only a local 
franchise or a public service permit is needed. The FCC has 
proposed a new rule, which would require CATV systems using 
microwave systems to agree not to bring in out-of-town pro- 
grams which duplicate a local station’s for 15-day periods be- 
fore and after each program is shown and also to consent to 
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carry signals of a local station if the latter so requests. How- 
ever, there is widespread agreement that a much more compre- 
hensible policy toward CATV, including those not relying on 
microwave, is needed. 

Many CATV operators have been vocal in their opposition 
to federal control, but apparently a majority tacitly support 
a limited form of FCC regulation, primarily because state 
and local regulation has been becoming increasingly restric- 
tive and chaotic. Furthermore, CATV spokesmen are empha- 
sizing that their systems are meant to be supplementary to, 
rather than competitive with, commercial TV stations. Indi- 
cations are that CATV operators would be willing to agree not 
to originate any commercials or any programs, aside from cer- 
tain service features such as time and weather. At the same 
time, it appears that most commercial broadcasters recognize 
(or are resigned to) the fact that CATV is here to stay and 
desire only to have antenna systems placed under regulatory 
conditions comparable to those of broadcasters. With both par- 
ties, and the FCC, coming steadily closer to an agreement on 
basic features of regulation, it is quite possible that legislation 
to place all CATV systems under FCC jurisdiction will be 
presented to Congress some time in 1965. 

Assuming that CATV is placed under reasonably effective 
overall regulation within the near future—and current indica- 
tions point to such a development—future growth in this field 
probably can be expected to come in a relatively orderly fashion. 
If so, it would seem that its effect upon commerical TV as a 
whole would be natural; any losses suffered by stations in mar- 
kets invaded by CATV would be more or less offset by gains 
made by stations whose programs are picked up by CATV. To 
the extent that antenna systems tend to most adversely affect 
small local stations, the group broadcasters covered in this 
study, most of whose stations are located in the larger markets, 
appear to have little reason to be concerned about CATV as a 
potential competition. 

There has been considerable support for the view that CATV 
might eventually become the nucleus of a wired pay TV system. 
This is apparently logical thinking, since a wired pay system, 
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such as the STV operation on the West Coast, is very similar to 
a CATV system in physical characteristics. As a practical mat- 
ter, however, an antenna system cannot be connected to a pay 
TV system overnight. A recent survey by Broadcasting, a trade 
publication, indicated that it might [2621] cost 50-150% of 
original investments in a CATV system to transform it into 
a pay TV system. Futhermore, as we have noted, there are some 
1,400 separate antenna systems, each with only about 1,200 
subscribers on the average, and with a diversified ownership. 
Since even the largest CATV system now has less than 20,000 
subscribers, no single system is likely to constitute any more 
than a very small nucleus of a large-scale pay TV operation. 
For these and other reasons, there seems to be some gap be- 
tween the theory and the reality on this subject. Since the pay 
TV picture is itself rather nebulous, it appears rather premature 
to give any concrete weight to this aspect of CATV. 
Amortization of Intangible Assets 

As discussed in our memo issued last March, the U.S. Tax 
Court in Washington, ruled, in a case brought to the court by 
Corinthian Broadcasting, that the portion of the price of a 
broadcasting station applicable to the network affiliation is 
amortizable for tax purposes. More specifically, the Court found 
that network contracts are not goodwill, that the validity of 
amortizing contracts has been established satisfactorily by 
Corinthian, and that a straight-line amortization over a 20: 
year period seems proper. The Internal Revenue Service has 
filed notice of appeal in the U.S. Circuit Court of Appeals in 
Chicago, and there is no way of knowing the final outcome of the 
case at this point. If the Tax Court decision holds, most group 
broadcasters are likely to take advantage of it, thereby provid- 
ing them with (in some cases substantial) additional cash flow. 

In our previous discussions, we made very rough estimates 
of potential annual write-offs available to the group broad- 
casters, based upon the amount of intangible assets on their 
books. Actually, this procedure is not a very satisfactory one, 
since the proportion of intangibles applicable to affiliation con- 
tracts varies widely from company to company. For instance, 
Storer has $22.0 million in intangibles on its books, but practi- 
cally none of this amount is expected to become available for 
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amortization under the Corinthian case ruling. We present be- 
low our latest estimates of the probable amount of annual 
amortization available to each of the groups, assuming a 20-year 
straight-line write-off. It is to be noted that the companies 
themselves have not yet determined exactly the proportion of 
total intangibles applicable to network contracts in most cases, 
and that some companies apparently will attempt to use a 
shorter amortization period. 
Capital Cities__.._------------------- $500,000, or 18¢ a share after taxes 
Cox (including Pittsburgh TV) --- - $400,000, or 8¢ a share 

$100,000, or 5¢ a share 
Scripps-Howard. $20,000, or less than 1¢ a share 
Storer.......------..---------- =~ =e Nil 

$400,000, or 12¢ a share 
Wometco___.....-------------------- $50,000, or 1¢ a share 
[2622] Our earnings estimates for 1965 do not reflect possible 
amortization of network affiliation contracts; the estimates 
would have to be adjusted accordingly if the companies de- 
cide to start contract amortization next year. As a practical 
matter, the potential adjustments are so small relative to pro- 
jected earnings to be of little significance except for Capital 
Cities, Cox (assuming FCC approval of the Pittsburgh TV ac- 
quisition) and Taft. It is to be noted that Capital Cities is con- 
sidering amortization of contracts only for tax purposes and 
not for books; others apparently plan to reflect amortization 
in both respects. It is also to be remembered that the primary 
objective of such amortization is the tax saving it provides; the 
additional cash flow would be of particular benefit to those 
groups which are making relatively the fullest use of their 
available financial resources—especially Capital Cities and 
Taft. 


Broadcast Revenues 

In our November 1963 study, we stated that FCC’s broad- 
cast revenue figures are arrived at by deducting advertising 
agency commissions but not spot representative commissions. 
Our estimated revenue breakdowns of individual companies 
were therefore placed on this basis. However, we find that the 
FFC’s figures actually involve deductions of both types of com- 
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missions. In this report, we are therefore presenting revenue 
breakdown estimates on the basis of net after all commissions. 

As indicated in our original report, the broadcasters treat the 
commissions in various ways in their financial reports. Seripps- 
Howard and Taft deduct agency and representative commis- 
sions; Capital Cities, Cox and Metromedia deduct just agency 
commissions; and Storer and Wometco report gross revenues 
before deduction of either. It is to be noted also that some group 
broadcasters—Metromedia and Storer among those covered 
here—have their own spot sales representative organizations; 
in such cases, representative commissions are intra-company 
payments. Knowing the exact basis is important when compar- 
ing profit margins of different operations, since revenues of a 
given station could differ by 15% or more depending upon the 
treatment of commissions. 


[2623] Capital Cities Broadcasting Company 


*In addition, approximately 115,000 shares are reserved, 75,000 for issue 
at $20 per share upon exercise of warrants expiring October 1, 1972. and 
about 40,000 for stock options. 


Following the acquisition of WJR radio in Detroit and 
WSAZ radio and TV in Huntington-Charleston. West Virginia, 
from the Goodwill Stations, Inc., Capital Cities now operates 
five VHF stations and six radio stations. The company also op- 
erates a UHF station as a satellite to its Albany VHF. In addi- 
tion, the company owns a 40% interest in New York Subways 
Advertising Co. 
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(Dollars in millions} 


Estimated 1964 


Net (a) Pro-tax Pretax Pureh. A! 2 
Revenues Income Margin Dato 
(percent) 


5/61 
4/50 
1987 
10/57 
9/64 


WEBW Buffalo (VHF)... 
WPRO Providence (VHF). 
WTEN Albany (VHF & UHF) 
WTVD Durham (VHF) 

WSAZ Huntington (VHF) (b) 


WPAT Paterson (AM-FM) 
WKBW Buffalo (AM). 
WPRO Providence (AM-FM) 
WROW Albany (AM)... 
WIR Detroit (AM-FM) (b) 
WSAZ Hungtington (AM) (b) 


10/61 
5/61 
4/59 
147 
9/66 


#| Suneneeseenas 


Total. 


(a) Adjusted by deducting representative commissions. 

(b) Included from September 10, 

(c) Total price of $14.0 million for TV and radio; breakdown is estimated. 

(e) Total price of $6.5 million for TV and radio; breakdown is estimated. 

(f) Constructed. 

(x) Cost basis of stock acquired; issued 481,444 shares. 

(h) Total price of approximately $15 million for Huntington TV-radio and Detroit radio; breakdown 
is estimated. 


{2624} Capital Cities Broadcasting Company 


Market Network 
ranking Channel affiliatio: 


VHF TV (5). 
WPRO, Providence, R. 
WKBW, Buffalo, N.Y-.. 
WTEN, Albany-Schenectady-Troy. 
WSAZ, Charleston-Huntington, W. Va. 
WTVD, Ralelgh-Durham, N.C. CBS(NBC) 
UHF TV (1): WCDC, Adams, CBS 
WTEN. 
AM Radio (6) 
FM Radio (3) 


1 American Research Bureau net weekly circulation. 
2 Would be higher if Canadian audience is included. 
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The company reported an increase in revenues of approxi- 
mately 10% for the first half; net income for the period showed 
a 44% gain. The extent of revenues gain will be greater in the 
second half because of the inclusion of the newly acquired sta- 
tions from September 10. We estimate full-year revenues of 
$20 million or more, vs. $17.0 million reported for 1963. Net 
income also will benefit from the acquisitions; we look for a fig- 
ure of perhaps $2.85 million for the year, vs. $2.01 million of 
1963. Based upon the shares expected to be outstanding at the 
end of the year, the estimate is equivalent to about $2.10 per 
share; the company earned $1.58 per average share last year. 
The Goodwill property acquisition was financed entirely 
through debt, with no common stock dilution involved. The 
inclusion of the acquired properties for the full year, plus nor- 
mal growth factors, should result in another significant profit 
improvement in 1965. We tentatively project per share earnings 
of around $2.60. 

The company’s long-term debt is rather heavy, and debt serv- 
ice requirements over the next several years will be demanding. 
Thus, repayment will be at the rate of $4 million plus 75% of 
cash flow in excess of $4 million each year. However, the com- 


pany is not expected to encounter any problems in meeting the 
schedule; we estimate cash flow in 1965 at around $544 million. 
On the other hand, there may be little or no cash dividends for 
several more years. 


Per share Mean price 

Year Netrevs. Profit Depre. SEER SaEnE SESE 
ended (mil- margin and Net Price P/E Yield 

Decem- lions)! (percent)? amort. income Earn. Div. —_—_—— 

ber 31 (millions) (Percent) 


38.9 $1.2 
332 13 
%9 0.8 
36.2 0.7 
2.9 06 
wA1 0,2 


1 Before deduction of representative commissions. 
2 Operating income, before depreciation, as percent of net revenues. 
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(2625] Coz Broadcasting Corporation 


Price (10/5/64) (N YSE) 

1964 Price Range 

Current Dividend Rate 
Yield (percent) 

1964 Est. Earnings Per Share 


P/E Ratio (1964 Estimate) - --- 
1964 Est. Cash Flow Per Share. 


Capitalization (June 80, 1964) 

Long-term Debt 
Common Stock ($1.00 par value) shares__ 

*In addition, 100,000 shares are reserved for issue under the stock option 
plan. Approximately 2 million of the outstanding shares are closely held. 

This company, which became publicly owned just last April, 
operates four VHF TV stations and four AM-FM radio sta- 
tions. The company recently submitted to the FCC a proposal 
to acquire WIIC (TV) in Pittsburgh for a gross price of $2014 
million. The company also owns several CATV systems in 
Pennsylvania, Washington and Oregon, with total subscribers 
of close to 30,000. During 1963, television stations accounted 
for about 75% of pro forma revenues, radio stations for about 
20% and CATV systems for some 5%. As the following table 
shows, we estimate that the four TV stations make rather equal 
contributions to the company’s profits. WIIC, when and if ac- 
quired, will become the company’s largest single property; we 
estimate the station’s pre-tax profits this year at a little less 
than $214 million. 
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(Dollar amounts in millions} 


LED 


Estimated 1964 


——_—— 
Net! Pre-tax Pre-taxr 
Revenues Income Margin 

(percent) 


Approxi- 
mate 


KTVU San Francisco (VHF).......... 
WSB Atlanta (VHF) ° 
WSOC Charlotte (VHF).. 

WHIL Dayton (VHF) 


WSB Atlanta (AM-FM).-......-...+- 
WHIO Dayton (AM-FM).. 


1 Adjusted by deducting representative commissions, 

2 Constructed. 

3 Total price of $6.6 million for TV and radio; breakdown 1s estimated. 
4 Not available. 


[2626] Cox Broadcasting Corporation 
Market Network Commercial 
Market Ranking Channel Affiliation Stations 


VHF TV (5) (a) 
KTVU San Francisco-Oakland 7 
WIIc Pittsburgh, Pa. (b) 9 
WSB Atlanta, Ga. 23 
WHIO Dayton, Ohio 27 
Wsoc Charlotte, N.C. 

UHF TV (0) 

AM Radio (4) 

FM Radio (4) 

(a) American Research Bureau net weekly circulation. 
(b) Purchase subject to FCC approval. 
(c) Part of market area also served by Cincinnati stations. 


The company reported revenues of $10.1 million and net in- 
come of $1.48 million, equivalent to 67¢ per share, for the first 
half. Comparisons with last year are not too meaningful because 
of the acquisitions made during the past 18 months, including 
KTVU (TV) and some CATV systems. We estimate revenues 
of $20.5 million vs. $18.4 million for 1963, and earnings of 
around $3.0 million or $1.25 per average share ($1.15 per pres- 
ent share) vs. $1.19 in 1963. Last year’s figures are pro forma, 


Ind. 4 
NBC 3 
NBC 3 
CBS(NBC) 2(c) 
ABC(NBC) 2 


orb eb 
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including properties purchased during 1963 for the full year. 
We estimate that WIIC might add some 35¢ per share during 
the initial year of acquisition (more in following years). A 10% 
improvement in net income from the present Cox properties to 
$3.3 million, equivalent to $1.25 per share in terms of the cur- 
rently outstanding shares, appears to be a reasonable expecta- 
tion. Assuming the inclusion of WIIC for the full year, we there- 
fore project earnings of around $1.60 per share for next year. 

In connection with the proposed WIIC acquisition, the com- 
pany has arranged to obtain a $29 million 20-year loan from 
the Prudential Insurance Company of America at 544%. Since 
the company has approximately $11 million in cash and market- 
able securities—with the $9.5 million obtained in the April 
stock financing nearly intact—only about $12 million of the 
newly arranged loan will be required for the acquisition. The 
company plans to use $15 million of the remainder to retire an 
outstanding 514% note held by Prudential and $2 million for 
other purposes, perhaps in connection with further acquisitions. 


Per share Mean price 


Year Netrevs. Profit Depre. Net P/E Yield 
income Earn. Div. 


in & —— 
(%)? Amore (millions) x) (%) 


36.5 $1.0 $2.4 
37.3 0.8 21 
39,7 0.5 19 
36.5 0.6 4 
36,2 0.6 14 
37.9 0.5 12 


1 Before deduction of representative commissions, 

3 Operating income, before depreciation, as % of net revenues. 

3 Pro forma, including acquisitions made during 1963 for fall year. 
«The company was privately held until April 1964. 


[2627] 


Price (10/5/64) 
1964 Price Range 
Current Dividend Rate 


1964 Est. Earnings Per Share. 
1965 Proj. Earnings Per Share. 
P/E Ratio (1964 Estimate) 
1964 Est. Cash Flow Per Share. 
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Capitalization (September 1964) 
- $39, 000, 000* 
$3.12% Cum. Pfd. ($50 stated value) < 30, 000 shares** 
Common Stock ($1.00 par value) 1, 845, 000 shares*** 


Metromedia acquired WCBM (AM-FM) in Baltimore last 
February, and sold KOVR (TV) just recently. At the present 
time, the company operates four VHF and two UHF TV sta- 
tions and six radio stations; it also owns outdoor plants in New 
York, Chicago and on the West Coast, and has transit adver- 
tising franchises in Los Angeles and the Bay Area. 


Estimated 1964 


Net Pro-tax Pre-tax Purch. 
Revenues Income Margin 
(millions (millions (percent) 
of dollars) of dollars) 


WCBM Baltimore (AM-FM) 
ELAC Los Angeles (AM-FM)..... 
WHE Cleveland (AM-FM).. 


1 Adjusted by deducting representative commissions, included in “Others.” 
? Original property. 

4 Total price of $8.4 million for TV and radio; breakdown is estimated. 

¢ Sold and included only through Ang. 2. 

‘Included from Feb. 10. 


*Includes $10 million of 5% notes convertible into Common at $40 per 
share through 1968 and at higher prices thereafter, and $4 million of 6% 
debentures convertible into Common at $16% per share. 

**Convertible tato Common at the rate of $20 per share to August 31, 1969. 

***In addition, approximately 770,000 shares are reserved for conversion 
of preferred stock and debentures and for exercise of warrants (at $20) and 
stock options. 
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Metromedia, Inc. 


WNEW, Now York, N.Y.. 

KTTV, Los Angeles, Calif. 

WTTG, Washington, D.C. 

KMBC, Kansas City, Mo.... 
UHF TV (2): 

WTVP, Springficld-Decatur-Champaign. 

WIVE, Pooris, Its... i. cs.2s-cccsceccncesvsecnssecsess 
AM Radio (6) 
FM Radio (5) 


1 American Research Bureau net weekly circulation. 

2 Includes two UHF stations. 

3 Includes one UHF station. 

¢ One is a VHF; the other UHF operates two auxiliary outlets. 


For the first 26 weeks of the year, the company reported 
gross revenues of $44.9 million vs. $28.0 million. In the second 
half, the extent of year-to-year gain will be somewhat less be- 
cause of the rising 1963 base due to mid-year acquisitions and 
because of the recent sale of KOVR. We look for gross revenues 
for the full year of around $92-93 million, vs. $69.7 million in 
1963. Net income for the first 26 weeks was up just 9%, with 
per share earings amounting to $1.07 vs. $1.03 on somewhat 
increased shares. The relative absence of earnings growth was 
due primarily to a sharp rise in depreciation and amortization, 
resulting from the 1963 acquisitions; cash flow showed a 60% 
increase. We look for a larger net income gain during the sec- 
ond half, with full-year earnings exceeding $2.50 per share vs. 
$2.13 in 1963. We tentatively project earnings of around $3.25 
per share for 1965; this estimate could prove conservative, if 
the company succeeds in acquiring a major-market TV station. 

The company’s long-term debts are substantial, but the re- 
payment schedule appears to be relatively comfortable ; debt 
maturities over the next two years amount to only about 
$600,000 each year, and the company has the choice of prepay- 
ing to ease future requirements. Common shares reserved for 
conversion and other purposes are substantial, amounting to 
about 42% of the shares currently outstanding, but increases in 
outstanding shares are expected to take place gradually over a 
period of several years. 


Vea? Mean price 
Ended Netrevs. Profit & neome Price P/E Yield 
Decem- (in mil- margin amort. (in mil- le . Tange —_—— 
ber 31 lions)! (percent)? (millions) ons) (X) (Percent) 


Depre. Net 


21.5 85 
20,2 30 


$2.13 $0.40 $38-$15 

1.40 0.30 17-10 
16.0 29 2 0. 67 Nil wi 
18.8 24 7 1.01 0.15 19-13 
22.5 0.9 6 1.00 0.15 19-14 
17.8 15 3 0.20 Nil “7 


.0 
5 


1 Representative commissions are intra-company payments. 
3 Operating income, before depreciation, as % of net revenues. 
[2629] Scripps-Howard Broadcasting Company 


Price (10/5/64) 22 bid (OTC). 
1964 Price Range Se i 
Current Dividend Rate 


Pi Featio (106k Eetimeate) oi). sacenencenceceusceuneane 17.6X. 
1964 Est. Cash Flow Per Share 


Capitalization (September 1964) 


Long-term Debt 
Common Stock ($1.00 par value) 2, 588, 750 shares * 


Scripps-Howard operates four VHF TV stations and three 
radio stations, located in the Midwest and the South. The com- 
pany’s radio revenues have remained relatively static during 
the past several years and have declined as a share of total 
revenues to the estimated present level of 7-8%. Radio ap- 
parently is also unprofitable as a whole; the television stations 
are indicated to account for all of the company’s profits, with 
the Cleveland and Cincinnati stations contributing the bulk 
of the total. 


* Approximately 67% owned by HB. W. Scripps Company. 
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(Dollar amounts in millions) 


Estimated 1964 
Not Pre-tax Pre-tax Purch. 


WEWS Cleveland (VHF) 
WCPO Cincinnati (VHF). 
WMCT Memphis (VHF) 


WCPO Cincinnati (AM-FM)... 
WNOX Knoxville (AM)... 


1 Constructed. 
2 Morger upon issuance of 350,000 shares. 
* Original property. 


[2630] Scripps-Howard Broadcasting Company 


UHF TV (0) 
AM Radio (3) 
FM Radio (2) 


1 American Research Bureau net weekly circulation. 
2 There is also a UHF in nearby Akron, which is an ABC affiliate. 
» Part of market area also served by Miami stations. 


The company’s net revenues during the first six periods (each 
period composed of four weeks) ended June 13 amounted-to 
$6.85 million vs. $6.71 million for the comparable 1963 periods. 
Net income for the first six periods was $1.58 million vs. $1.49 
million, equivalent to 61¢ per share vs. 58¢. For the full year 
we look for revenues of somewhat less than $15 million vs. $14.2 
million in 1963 and earnings of around $1.25 per share vs. $1.17 
last year. Since earnings in 1962 were $1.20 per share, this would 
mean a more or less static trend for the company’s profits over 
a three-year period, during which most other broadcasters have 
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experienced excellent growth. The static profit trend has arisen 
from a practical absence of revenue growth rather than from 
any narrowing of the profit margins. We tentatively project 
earnings of around $1.40 per share for 1965, since industry con- 
ditions remain favorable and since there appear to be no 
fundamental reasons for expecting the company’s revenues to 
lag behind the overall industry’s. 

The company’s financial position is very conservative, with 
no outstanding long-term debt. Thus, there should be no diffi- 
culty in financing future acquisitions (including the fifth VHF 
TV station which the company is permitted to own), when and 
if opportunities arise, without common stock dilution. The cur- 
rent dividend rate of $1.00 appears safe unless an unexpectedly 
sharp earnings deterioration develops. On the other hand, it 
represents a rather high payout ratio, so that no significant 
increases might take place over the intermediate future. 


Depre. Net Per share 
and = income ———_______. 


Ye 

ended Mok revs. Profit 

ber 31 {pany (perosat)? Ga i milions) Earn. Div. 
ns 


1963...... $14.2 4.2 $0.5 $3.0 
14.1 48.9 5 a1 
12.2 444 4 28 
1960... 11.7 40.7 4 27 
1950...... 10,2 “48 4 20 
2938...... 8&5 “5 4 4 ° ® 


' Not of agency and representative commissions. 
2 Operating income, before depreciation, as percent of net revenues. 
3 The company was privately held until April 1963. 


{2631] Storer Broadcasting Company 


Price (10/5/64) 47 (NYSE) 
LOGE: Price Ranges. ive ac is cscssscsasnsececeues ost acto tee 50-38 
Current Dividend Range 

Yield 

1964 Est. Earnings Per Share___ 

1965 Proj. Earnings Per Share___ 

P/E Ratio (1964 Estimate) 


278-719—67——43 


700 


Capitalization (September 1964) 


Long-term Debt. 
Class B Common Stock. 
Common Stock ($1.00 par value) 


*Entire issue controlled by the Storer family; convertible into Common 
share for share, and equal with the latter in all significant aspects except 
dividends (now $1.00 per share). 

**In addition, approximately 80,000 shares are reserved for issue under 
stock option plans (at $26.72 per share). 


Storer operates five VHF TV stations and seven radio sta- 
tions, primarily located in the Midwest and along the East 
Coast. Since September 1963, the company has owned an 80% 
interest in the Southern California Cable Television Corp., 
which operates CATV systems, with current total subscribers 
of some 1,800, about 50 miles northwest of Los Angeles. 


[Dollar amounts in millions) 


Estimated 1964 bs 


_ Purch. Approx. 
Net Pre-tax Pre-tax Tice 
Revenues Income Margin 


3 


WHN New York (AM). 
WIBG Philadelphia (AM-FM) 


a A eee ere 


3 Adjusted to exclude agency and representative commissions; latter included in “Othors.”” 

3 Constructed, 

» Not available. 

4 Bought as part of package with Wilmington TV station (closed in 1958) for $5.6 million and assump- 
tion of $1.4 million debt, 
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Storer Broadcasting Company 


VHF TV (5). 
WIBE Detroit, Mich. 
WIW Cleveland, Ohio... 
WITI Milwaukee, Wis... 
WAGA Atlanta, Ga_.__.. 


FM Radio (5)... 


' American Research Bureau net weekly circulation. 
2 Includes one Canadian VHF; there is one UHF in nearby Allen Park. 

3 There js also a UHF in nearby Akron, 

‘Includes one UHF station. 

Gross revenues for the first half were up nearly 8% over the 
comparable 1963 period; revenues for the second quarter alone 
showed a gain of a little over 10%. Net income for the first half 
was up 1246%; here again, the second quarter increase was 
greater, mounting to 2714%. There seem to have been no ab- 
normal factors to account for the excellent second quarter, but 
second-half comparisons probably will more closely approxi- 
mate those of the entire first half than of the second quarter 
alone. We estimate full-year revenues of around $4314 million 
vs. $40.0 million in 1963, and net income of around $7.2 million 
vs. $6.62 million, representing a 15% increase. Based on the 
shares now outstanding, the earnings estimate is equivalent to 
about $3.55 per share; the company in 1963 reported earnings 
of $3.12 (before a non-recurring loss) on year-end shares, An- 
other 10% improvement to the $3.90 per share level appears 
to be a reasonable expectation for 1965. 

The currently outstanding long-term debt of somewhat over 
$10 million was incurred in April 1963, in connection with the 
repurchase by the company of some 440,000 shares of Class B 
Common from George B. Storer, the chairman of its board. 
These shares, and an additional 37,000 shares repurchased in 
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1961, are held as treasury stock; there appear to be no reasons 
to expect these shares to be re-issued, except perhaps in con- 
nection with a future acquisition. 


Depre- 
Gross Profit cistion _ Net Per Share 
Revs. and ———_ Price 
(in mil- Earn? Div. Range! 


(in mil = (per- = Amorti- 
lions)! cent)? zation(in ons) 
millions) 


37.3 $6.3 
36.7 . 54 
36,6 . 45 
38,2 51 
30.8 46 
23.8 40 


1 Before deduction of agency commissions; representative commissions are intra-company payments, 

1 Operating income, before depreciation, as percent of gross revenues. 

3 Dividends and price range are applicable to Common stock, earnings to combined Common and 
Class B. 


[2633] Taft Broadcasting Company 


1964-65 Est. Earnings Per Share. _ 
1965-66 Proj. Earnings Per Share__ 
P/E Ratio (1964-65 Est, Earnings) 
1964-65 Est. Cash Flow Per Share. 


Capitalization (Septembder 1964) 


*Approximately 53% closely held. 


Following the acquisition of WGR radio and TV in Buffalo, 
WDAF radio and TV in Kansas City, and WNEP TV in Scran- 
ton/Wilkes-Barre from Transcontinent Television Corp., Taft 
now operates five VHF and two UHF TV stations and five 
radio stations. The company also owns two bowling centers in 
Cincinnati, which are managed by an independent operator on 
a contract basis. 


1 Fiscal year ended March 31, 1965. 

2 Total price of $26.9 million in cash plus adjustments and tax liabilities, or approximately $33 mil- 
lion; breakdown {s estimated. 

§ Constructed. 

4 Total price of $6.0 million for TV and radio; breakdown is estimated. 

+ Original property. 


[2634] Taft Broadcasting Company 


Market 


VHF TV (5): 
WERC Cincinnati, Ohio... 
WDAF Kansas City, Mo... 
WGR Buffalo, N.Y..---- 
WTVN Columbus, Ohio... 
WBRC Birmingham, Ala..... 
UHF TV (2): 
WNEP Scranton/Wilkes-Barro. .. 


ABC 
NBC 
NBC 
ABC 
ABC(CBS) 


$e eebse 


ABC 
ABC(CBS) 
AM Radio (5). 

FM Radio (5). 


oS 


1 American Research Burean net weekly circulation. 
2 Would be higher if Canadian audience is included. 
3 Part of market area also served by Louisville stations. 


The company reported net revenues of $6.4 million for the 
first (June) fiscal quarter, just about twice the $3.2 million of 
the same 1963 period. Most of the gain resulted from the in- 
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clusion of the former Transcontinent properties acquired as 
of last April 1. On a pro forma basis, revenues showed an 11% 
increase. Earnings for the first quarter were reported at 71¢ per 
share vs. 35¢. We estimate net revenues of around $25 million 
for the fiscal year ending next March; revenues for the previous 
year were $12.9 million, exclusive of the acquired properties. 
Full-year-earnings are likely to amount to $2.75 per share or 
more, with $3.00 being within reach under favorable condi- 
tions, We are inclined to project earnings for the following fiscal 
year of $3.25-3.50 per share. 

Practically all of the currently outstanding long-term debt 
of some $33.6 million was obtained in connection with the 
Transcontinent property acquisition. Repayment will be at a 
minimum rate of $2.2 million annually; this comfortably be- 
low estimated net income of $414 million for this fiscal year. 
In addition, the company currently has about $814 million of 
“excess” funds in governments yielding about 3427. The large 
amount is being held primarily for the purpose of meeting 
Transcontinent’s liabilities; if the Corinthian case decision, 
discussed earlier in the report, is upheld, most of the amount 
will become unnecessary and can be utilized to prepay debt 
and/or for additional acquisitions. 


Year Net Profit Depre.& _ Net Per Share Mean Price 
Amort, —_—_—_—_— 


Ended Re’ 
March 31 (in 
Yons)* cent)? lions) ions) 


Percent) 
45.8 90,7 $1.49 
46.1 0.8 Lal 
4.6 0.7 Lu 
40.5 0.8 le 0.97 
40.7 0.5 . 0.97 
38,7 0.8 0, 68 


1 Net of agency and representative commissions. 
2 Operating income, before depreciation, as % of net revenues. 
3 Adjusted for stock dividends of 2}4% annually 1960 to 1964. 


[2635] Wometco Enterprises, Inc. 


Price (10/5/64) 
1964 Price Range 
Current Dividend Rate 


1964 Est. Earnings Per Share 
1965 Proj. Earnings Per Share 
P/E Ratio (1964 Estimated) 
1964 Est. Cash Flow Per Share 


vs. . Income Price —————————— 
mil: (Per- (inmil- (inmil- Earn? Div.» Range* P/E (X) ene 


Ne eT nt 
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Capitalization (September 1964) 


1,075, 000 shares 
——___ 
1, 792,000 shares 


*Closely held by the Wolfson family; convertible into Class A share for 
share, and equal with the latter in all significant aspects except dividends 
(now $0.20 per share), 

Wometeo operates three VHF TV stations and one radio sta- 
tion; it also owns 4714% stock interest in WF GA, a VHF sta- 
tion in Jacksonville, Fla. The company also operates a chain of 
some 25 theatres, located primarily in the Greater Miami area; 
substantial concession business is obtained in connection with 
these theatres and others. The vending division operates vend- 
ing machines, as well as cafeterias in industrial plants in Florida, 
Georgia, South Carolina, Nassau and the Canal Zone. The soft 
drink bottling division has plants in Tennessee, New York 
(Plattsburg) and Nassau. Wometeo also operates the Miami 
Seaquarium. The vending and bottling activities have been ex- 
panded very substantially during the last year or so, primarily 
through acquisitions, but the Miami TV station is still indicated 
to be by far the largest single source of profits. 


(Dollar amounts in millions} 


® Adjusted to exclude agency and representative commissions. 
» Constructed. 
¢ Seaquarium. 


* American Research Bureau net weekly circulation. 

> Company now owns 474% of this station (unconsolidated). 

¢ Would be higher if Canadian andience is inelnded. 

« Includes one UHF; there is also another UHF in market area. 
t There are 3 Canadian stations in the market ares. 

For the first 36 weeks of the year ended September 9, the 
company reported a 44% increase in revenues and a 36.6% 
gain in net income over the comparable 1963 period. Earnings 
were $1.16 per share vs. $0.87. Significant portions of the in- 
creases resulted from acquisitions, primarily in the vending 
and bottling areas, but growth from older properties appears 
to have been also substantial. For the full year (which will 
cover 53 weeks), we estimate gross revenues in excess of $30 
million vs. $22.7 million last year, and a 30% increase in earn- 
ings to $1.60 per share or more from $1.25. There are no reasons 
for expecting a termination of the profit uptrend over the in- 
termediate future; we project earnings of around $1.90 or so 
for 1965, exclusive of any additional acquisitions. As noted 
in previous reports, the company eventually will probably 
acquire a majority ownership in the Jacksonville station and 
consolidate its operating results; if this takes place early in 
1965, the station might add 10¢ per share or more to earnings. 

Recent acquisitions have been financed primarily through 
internal sources and debts, although some of the treasury 
stock—approximately 200,000 shares at 1963 year-end, mostly 
acquired by the company at prices substantially lower than the 
present level—has been also used. Further acquisitions prob- 
ably will be financed in a similar manner. Long-term debt is at 
a comfortably low level of less than $10 million only about $1 
million of the total will become due during the next two years. 


Depre- 
ended revenues margin =< J eee 
—_—_—_ mn 
Dec, 31-(million) « {pen emiorts jee iS ae 
cont ings lends (percent 
(million) 


Year Gross Profit 


24.7 $L1 
25.6 09 
22.3 0.8 
21.5 0.7 
19.7 05 
18.8 a5 


* Before deduction of agency and representative commissions. 

> Operating income, before depreciation, as % of gross revenues. 

* Adjusted for stock dividend: of 10% and 30% in 1962 and of 20% in 1963; dividends and price range 
Are applicable to Class A stock, earnings to combined Class A and Class B. 


[Federal Communications Commission Exhibit No. J-207; 
presented by Justice Department] 


[2846] JANUARY 23, 1964. 
Mr. Perry: Be happy to discuss this further with you at 
your convenience. 
Curis J. WITTING. 


JANUARY 23, 1964. 


[2847] Memorandum RELATING To BroapcasTING STATION 
ACQUISITION 


Ij the business criteria for station acquisition is safe. and 
satisfactory return on investment: 

Broadcast industry leaders believe all available VHF prop- 
erties are over priced. 

With certain exceptions where improved management could 
have the typical affect—earnings of stations are today at maxi- 
mum. Rate structures by and large are pegged at a circulation 
cost per 1000 homes which in many areas is making other 
media—billboards, newspapers, radio, etc. a more attractive 
buy to advertisers. 

Former popular network shows on tape and film are avail- 
able by syndication route to independent stations in increasing 
quantities. This has relieved stations of the cost of originating 
shows locally (except for news and possibly a local home eco- 
nomics show) so that station expense is probably at an irre- 
ducible minimum. 
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Accordingly therefore: 

Stations will probably have only modest earnings improve- 
ment in the foreseeable future—if at all, since the pressures 
from labor unions and program producers is great for increased 
rates. 

Risk factors on the horizon 

The network affiliation a station enjoys is directly related to 
the station’s profit. For example, in a 3 station market—the 
CBS station earns at least 3 times the profit of the ABC station. 
This traditional relationship between the stations [2848] in a 
market may disintegrate in the next year or two as there is evi- 
dence the network’s posture as an advertising medium may have 
been seriously hurt by the FCC’s decision to void option time 
as a consideration of network affiliation. As a result networks in 
the future may simply serve the function of program suppliers. 

The buying power of pay TV and theatre TV are beginning 
to be felt by networks. Major fights are no longer available to 
Free-TV. If the new wired TV service presently being installed 
in L/A and San Francisco is successful, other major events will 
no longer be available to networks. This could seriously effect 
the earning capacity of TV stations, much as TV effected the 
earning of radio stations and motion picture houses ten years 


VHF stations now dominate TV broadcasting. The number 
of available channels (12) has given a VHF licensee a relatively 
unassailable monopoly in the market place particularly since 
TV sets cannot tune UHF channels. In an effort to make UHF 
a popular medium—the number of UHF channels available 
exceeds 70—the FCC has decreed that all new sets sold after 
April 1964 must have UHF tuners. Since industry sells approxi- 
mately 6.5 to 7 Million sets per year, the number of households 
having UHF receivers within 5 to 7 years will be sufficient to 
attract the formation of new regional networks and advertisers 
as well, thereby diluting VHF’s dominant market position. 

In the light of the foregoing, a maximum of 8 to 10 times 
earnings should be used to price a TV station since this would 
allow a reasonable degree of risk and safety to the investor. 
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[2849] On the other hand: 

If the business criteria included important factors in addition 
to return on investment, a 15-year payout could conceivably be 
justified in certain instances. 


Examples: 

An owner of other communications media such as News- 
papers, magazines, radio properties, previously purchased TV 
properties etc. could afford a higher price since apart from the 
hedge it would provide against other properties it would lower 
the unit cost of news or other features presently purchased for 
the other properties. 

A manufacturer and distributor of a product having wide 
distribution could afford a higher price than the typical in- 
vestor. Examples, Pepsi Cola and Bulova. Bulova has spent 
millions each year in the last thirty in buying seconds of time 
on networks for the right to say and spell its name. If it had 
purchased the ABC network and the 7 owned and operated sta- 
tions ABC stations have in the top 7 markets 20 years ago, the 
money saved would have more than paid for the ABC facility. 


Conclusion: 

It would seem to me ITT should not pay more than 10 X 
earnings for any broadcast property at this time. 

Kaiser are pursuing a sound but not too dramatic policy. 
They have applied for UHF channels in the top 7 markets of 
the U.S.A. and in 7 or 8 years will have an investment worth 
many dollars. This approach might be worth considering by 
ITT. 

Curis J. WiTTINnG. 
[Federal Communications Commission Exhibit No. J-208; 
presented by Justice Department] 


[2850] InrerNaTionaAL TELEPHONE AND TELE- 
GRAPH CoRPORATION, INTERNATIONAL HEADQUARTERS, 
May 6, 1964. 
To: H. Perry 
From: Chris J. Witting 
Subject 
As you know, we’ve had several discussions from time to time 
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as to the wisdom of acquiring TV and broadcasting properties 
at their present price earnings ratio. 

To get an accurate evaluation of the current values of TV 
and radio properties, and the availability of such properties, 
T’ve asked Howard Stark, who is probably the most prominent 
broker operating in these fields, to meet with me at 11:00 am 
on May 7 for a general discussion of this business. I’ve indi- 
cated to him in preliminary conversations that properties 
priced at between eight to ten or twelve times earnings might 
conceivably be attractive to us. 

If it is convenient, I wish you and Mr. Kenmore would sit in 
on at least this first meeting with Mr. Stark. 

Incidentally, I intend to also discuss the general subject of 
CATV’s with him since he has been prominent in arranging for 
ownership transfers of these, as well. 

CC: Mr.H.S. Geneen 

R. H. Kenmore 


[Federal Communications Commission Exhibit No. J-209; 
presented by Justice Department] 


Juy 6, 1964. 
[2851] H.S.G. 
To: Mr. Perry 
Re: Mr. Witting 
Boarp Marerrar—Return to Col. Silver by noon, July 7 


Summary of U.S. commercial television showing present 
P/E ratios, probable future growth, our own estimate of effect, 
of paid TV, our own estimate of effect of increasing use of 
color, and the general experience as to availability of full cash 
throw-off. Also, what our own plans are as to what we feel 
might be accomplished and what P/E ratios might be found. 
This is a general memo for purposes of discussion at the Board 
meeting. 

HS.G./gh 


[2852] TV BroapcastinGc INDUSTRY 


The key to the earnings potential of television broadcasters 
is a combination of the following factors: 
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1. An increasing demand for television time by adver- 
tisers. 

2. A fixed supply of air time and stations. 

3. A fixed cost base. 


1. Expenditures for advertising on television have continued 
to increase steadily in recent years, even beyond the period of 
sharp rise in the 1950’s when television was establishing itself 
as @ major new medium. Television revenues increased in each 
year since 1959 and were up 9% in 1960, 4% in 1961 (a reces- 
sion year), 13% in 1962, 8% in 1963 and will be up some 97% 
in 1964. Last year, however, of total advertising expenditures 
of $13 billion, only some $2 billion, or roughly 16% went to 
television, which suggests further growth ahead in years to 
come. Television advertising has been capturing an increasing 
share of a growing market and various surveys of trends in 
advertising, as well as advertising costs per unit of exposure, 
suggest that television will increasingly become the most effec- 
tive single medium and that its costs compare favorably with 
other media. 

2. The FCC freeze on allocating new VHF franchises has 
assured a virtual monopoly for those television stations now 
operating. Their latest decision in November of 1963 confirmed 
earlier decisions that no new VHF licenses are to be granted. 
[2853] 3. Stations’ operating costs are virtually fixed and new 
additional revenues from here on out are likely to further en- 
hance their net income picture. That this has been true in re- 
cent years is evidenced by the fact that most independents are 
able to bring 40% of revenues down to pre-tax earnings. 

In spite of the economics of the business, its growth past 
and future, and high rate of profitability most of the leading 
broadcasting issues are selling between 13x and 16x anticipated 
1964 earnings. We believe this to be true because until very 
recently the only participation for investors in this industry 
were through two of the three major networks—ABC and 
CBS. In recent years, however, an increasing number of the 
independent groups have offered stock to the public, and as a 
greater understanding of the economics of the business be- 
comes known we would not expect these P/E’s to remain at 
their current levels. 
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Three questions frequently raised in connection with the 
outlook for commercial television as it exists today are the ef- 
fects of UHF, Pay TV and Color. 

1. UHF—The FCC has over the last 10 years attempted to 
extend television service through the expansion of channels 
14 through 83, known as Ultra High Frequency television 
(UHF). This effort has so far been unsuccessful and while in 
1956 there were 89 UHF stations in operation with revenues 
of $33 million, in 1962 there were 83 stations with revenues of 
[2854] $34 million. Only about one half of these stations were 
able to show a profit and in the aggregate, pre-tax profits for 
this segment of the industry were only $1 million. While some 
people expect the All Channel Receivers Bill (which assures 
that all television sets manufactured after April 1 of this year 
will be able to receive both VHF and UHF signals) to expand 
this segment of the industry substantially, it is not thought that 
this will have a dramatic effect over the foreseeable future on 
VHF stations profitability. The major drawbacks of UHF have 
not been solved, the major one being that UHF signals can be 
adequately received only 60% as far as VHF. With its weaker 
signal UHF cannot deliver as many television homes and, 
therefore, cannot command the same rate structure as VHF 
stations. Despite this, because higher power is needed to trans- 
mit the signal, the UHF station has higher operation costs, 
while their costs of programming and sales are essentially the 
same as those of VHF stations. It will take some 10 to 15 years 
to convert set ownership to all channel receivers, but the ability 
to receive signals will not by itself generate audiences. Audiences 
are attracted through programming and the economics dis- 
cussed above suggest that UHF stations will not be in a good 
position to compete for programming against their VHF com- 
petitors who are operating in a lush economic climate. Where 
UHF may make its major impact is in smaller markets not 
now adequately serviced with major VHF outlets. 

2. Pay TV—The problems facing pay television are some- 
what akin to those of UHF in the sense that they, even to a 
greater extent, will have to [2855] be able to pay for superior 
programming to attract audiences and have to date not evi- 
denced the ability to attract sufficient financial support to com- 
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pete successfully in this area. To pay for such programming, 
and the capital investment necessary to establish a system, 
pay TV will have to appeal to the same mass audiences as free 
TV, yet most experiments to date have of necessity been re- 
gional and concentrated on special interest audiences for their 
support. Furthermore, there is considerable political opposi- 
tion to pay TV, both local and national and any attempt which 
could narrow audience potential by charging fees for television 
programs is likely to be actively contested by Washington. 
Even if Pay TV does find a way out of its seeming dilemma and 
survives as an economic factor, it cannot be considered as a 
current threat to the economic well-being of free TV. If it is 
assumed that over the next five years as much as 10% of a larger 
viewing audience might be diverted from the prime time pro- 
gramming of the networks, higher rates charged for color pro- 
grams by that time may offset fully any loss of revenues from 
this source. Alternatively, spread over a longer period of time, 
the inroads of Pay TV may have a cumulative impact equal to 
one year’s earnings growth for the rest of the industry. 

Essentially, the continuing prosperity of free VHF and pas- 
sage of time are working against alternative distribution for 
TV, as the financial strength of the VHF broadcasters continues 
to grow and attract [2856] programming and audiences. 

3. Color TV—At the present time advertisers are not pay- 
ing premium prices for color programming to reach the roughly 
5% of television homes that can now receive color transmis- 
sions. At the start of the current season NBC (RCA) had 
59% of its regular prime time scheduled in color while ABC 
had 13% and CBS had no regular color programming. The cur- 
rent growth in sales of color sets might lead to an increased 
saturation to some 10% by the end of next year and in 5 years 
might be as high as 25%. While the networks will absorb the 
extra cost of color programming until advertisers are willing to 
pay the higher rates, virtually all independents have the neces- 
sary equipment to transmit color. Therefore, at such a time as 
rates on color programs can be adjusted to the higher costs 
borne by the networks, these higher rates will benefit the inde- 
pendent affiliated stations at no extra operating expense to 
them. 
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The high quality of television broadcast earnings would make 
such properties extremely attractive to ITT. Revenues of such 
properties have shown consistent non-cyclical growth char- 
acteristics which are expected to continue at a rate of approxi- 
mately 10% a year for the foreseeable future. Furthermore, 
television broadcast operations are essentially a cash business 
as no additional investment in plant is required to support fur- 
ther growth. As a result, all of the cash generated from such an 
operation would be available for other areas of System develop- 
ment. In addition, figuring on a 10% annual [2857] rate of 
growth in earnings presently paid P/E ratios will decline 
rapidly, or at better than 1x earnings per year—ie. 15x in one 
year to 13.6x; 20x in one year to 18.2x. 

A number of the larger independent groups are now selling 
between 13x to 15x current earnings and it is recommended that 
their potential availability for acquisition at a reasonable pre- 
mium be ascertained to determine if ITT’s entry into this 
highly desirable segment of the communications field might be 
accomplished on a favorable basis. 


[Federal Communications Commission Exhibit No. J-211; 
presented by Justice Department] 


[2862] INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION, 
INTERNATIONAL HEADQUARTERS, 
August 18, 1964. 

To: Mr. Hart Perry 
From: Robert Kenmore 
Subject: Balance Sheet of Effect of Broadcasting Acquisition 

You raised two separate questions—the effect on capital sur- 
plus and the effect on borrowing power. In both cases initial 
conclusion is that there might definitely be an unfavorable 
effect on the ITT balance sheet if broadcasting is not excluded 
from the indenture. 


1. Capital Surplus 


In our usual procedure of issuing stock for assets, a charge 
is made to capital surplus where the stated value of common 
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stock and the par value of preferred stock issued exceeds the 
book value of assets acquired. 

Since the stated value of our common stock is $10 per share, 
you will obviously have fewer goodwill problem if you use pri- 
marily common stock in an acquisition. If, for instance, you 
acquire a company on a share-for-share basis, which had a 
market value of $55 and a book value of $10, you would have 
to make no charge against capital surplus. 

If on the other hand you used preferred stock valued at $110 
on a 1-for-2 basis, you would issue half a share of preferred 
which would go on the books at $50 instead of $10, and you 
would have to make a $40 charge to capital surplus. 


2. Borrowing Power 

Since the borrowing power calculation is based on net tangi- 
ble assets (subtracting intangible assets from book value), 
broadcasting properties present the problem that their balance 
sheet is heavily weighted with intangible assets. As a result, if 
ITT were to acquire the assets of Corinthian directly for stock 
(instead of through the method that has been discussed to date 
of a separate subsidiary), this acquisition would reduce ITT’s 
borrowing power by about $18 million. The acquisition of 
Capital Cities would reduce borrowing power by $23 million 
and of Storer by $13 million. 

The Corinthian figure is something of an estimate inasmuch 
as we don’t have a published balance sheet, but in the case of 
Storer and Capital Cities (which would be the most likely com- 
panies we might look at beyond Corinthian) about 50% of 
each company’s assets are represented by intangibles. 


[Federal Communications Commission Exhibit No, J-219; 
presented by Justice Department] 
[2908] Memo ror Fitz 


Network TELEVISION 


1) Network profitability is based on 3 major factors which 
are, 

(a) Price equation. By this we refer to the competitive dis- 
count structure and the networks ability to recover program 
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costs. Obviously, price equation is based on supply-demand 
factors and at this juncture our opinion is that networks will 
have more ability to recover program costs and to reduce com- 
petitive discounts between now and 1970. 

(b) Demand factors. Television appears to be an under- 
priced media, and demand factors should continue to grow as 
the effectiveness of TV advertising is demonstrated through 
continued motivational research. In addition, the last 5 years 
has been a period during which 3 networks were competing in 
a 2-21% network demand market. Now it seems that advertis- 
ing demand is catching up with available fixed supply (i.e. a 
fixed amount of advertising time available by 3 networks, which 
supply will not change). In fact, with new product prolifera- 
tion and because many manufacturers are relating product in- 
troduction to TV markets rather than geographical boundaries, 
it is suggested that by 1970 the 3 networks will be operating 
in a demand market of approximately 3-314 networks. 


(ec) Audience factor. Historically, 60% of TV homes have 
viewed programs during prime time, and the total audience 
factor has improved due to an increase in TV home saturation. 


However, now that saturation is virtually at maximum, audi- 
ences will increase only from an increase in family [2909] for- 
mations and from an increase in sets in use during prime time. 
Recently, Nielsen has indicated that perhaps the 60% audience 
factor has edged up to 65%. In addition, we are now starting to 
feel the effects of family formation by the first real TV genera- 
tion. Younger people (under 40) view television 41% more 
than people over 55. If this trend should continue as these 
young people mature, then it is conceivable that sets in use 
could go up permanently to the 65% level or higher. This would 
mean an average network program would reach 900,000 more 
homes during prime time, or an increase of approximately 9%. 
The effect of such a situation on network time charges seems 
fairly obvious particularly in light of demand factors mentioned 
above. 

2) Other miscellaneous comments in random order are as 
follows: 
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(a) Included in program costs as tabulated by the FCC are 
AT & T line charges of $36 to $38 million, which have remained 
static since 1959. This should be listed under technical costs 
rather than in programming. 

(b) Unrecovered program costs include news coverage, SO 
the networks will never break even unless they are able to earn 
a substantial profit on entertainment program charges. News 
programming is thought to cost between $25 and $30 million, 
but that other program costs will be totally offset by program 
revenue by 1970. 

(c) Discounts. Discounts average 35% from card rates for 
time only, of which 257% is considered normal volume discount 
and 10% competitive discount. It is this latter 10% which if 
eliminated could significantly effect network profits as the sup- 
ply-demand relationship change. 

(d) Itis estimated that network revenues, a combination of 
time and program charges, will grow at a 6% annual rate. This 
would be from both inflationary pressure as well as selling 
more of available time. 

[2910] (e)9O & O and Affiliate compensation is based on the 
card rate for time sales only. Two factors are important in this 
regard: 

(1) It does not seem logical for networks to have to 
pay stations to carry network programs since the network 
takes all the program risk. Rather than being increased, 
we believe this factor might decrease between now and 
1970 resulting in substantially greater network profits. 
Since these payments totaled $200 million in 1963, a 2% 
or 3% reduction could mean $15 or $16 million in addi- 
tional network earnings. 

(2) Since station compensation is based on card rates, 
any reduction in competitive discounts plus additional re- 
covery of program costs will accrue entirely to networks. 

(f) Our estimate is that the supply factors will be constant 
for the next 5 to 10 years. A successful UHF network is un- 
likely because we feel no one will risk $200 million to produce a 
product (programs) with no assurance of a satisfactory return. 
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(g) The increased use of color television will offer many new 
possibilities for advertisers and could conceivably attract in- 
dustries (autos) which have traditionally spent the bulk of 
their advertising budget in other media. 

(h) We are not too concerned about leverage from i improving 
rates and greater time sales in daytime programming, since this 
is relatively low cost programming and as such is not an impor- 
tant part of overall totals. 

(i) Overall industry profits in broadcasting are probably 
adequate but networks do not receive their fair share for risk 
assumed. After all, networks take all the program risks while 
the stations make most of the money. 

[2911] (j) The big plus factor in increasing time rates is the 
demand-supply relationship. There is not enough business now 
to fill 3 networks but this is likely to happen by 1970. The past 
few years have been characterized by the growth of a third net- 
work in a 214 network demand market and this situation will 
be at least balanced by 1970 and perhaps be reversed by 1975. 

(k) Given constant economic conditions in 1970, we figured 
that network profits could be $120 million at a minimum. This 
is based on: 


1) 4% increase per year in time sales 

2) 38% rate of compensation to affiliates 

3) A $50 million loss in programming costs 

4) Technical depreciation and line charges remaining 
relatively constant 

5) Selling and G & A expense increasing at 6% per year. 


(1) Profits substantially above $120 million could be gen- 
erated if any one of the first 3 factors above is more favorable 
than predicted. In fact, by increasing growth rate in time sales 
to 5%, reducing affiliate compensation to 35%, eliminating a 
10% competition discount, and reducing program losses to $25 
million, network profits could soar to $260 million. 

RHK 1-22-65 
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[Federal Communications Commission Exhibit No. J-222; 
presented by Justice Department] 


[2917] InrerNaTiIonaAL TELEPHONE AND TELE- 
GRAPH CORPORATION, INTERNATIONAL HEADQUARTERS, 
February 4, 1968. 
To: Mr. Harold S. Geneen 
From: Robert H. Kenmore 
Subject: Broadcasting 

Attached is some background information on the leading TV 
broadcasting independent groups, in the event that the AB-P 
discussions stall. 

Storer and Taft appear to be the most interesting since each 
of them already has 5 VHF stations in the top 50 markets, 
yet each seems to have some leverage potential since their sta- 
tions are currently not #1 in the market and with the exception 
of Storer’s property in Cleveland (where the +1 station is the 
NBC O&O) they are not fighting the major network stations 
for the #1 position. 


[2918] 
Comparative financial data—leading group broadcasters, estimated 1964 results 


Estimated Market Long Price/ Price/ 
broadcast Netincome Cashflow valueof term 1964 1904 
millions) ¢ 


" debt — earnings 
Giiiions) > cnllions) (maitons) flow 


Public Companies:* 
$30 $7.2 (19%) $8.6 (22%) $067 $10.6 
48 (19%) 6.0 (4%) 72.0 33.6 
28 (14%) 4.3 (22%) #60 32.0 
33 (17%) 4.4 (22%) 8.9 16.7 
3.2 (21%) 39 (28%) 34.4 = = =None 


13.0 (22%) NA NA 
4.6 ( 6%) 8 39.0 
NA NA NA 

NA NA 


NA NA 
NA NA 
NA NA 
NA NA 
NA NA 
NA NA 
NA NA 


*Exclading network owned and operated stations. 
“Only $42 million and $3.1 million respectively of revenues and net income attributable to broad- 
casting. 
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[2919] Selected group broadcasters— Market location and ranking 
National Stations Station Station 
Affiliated rank of in share of position 
network market market market in 
(percent) market 


EEE 


Bonen 
be wre 


ABC/CBS 
ABC 
Lexington (UHF)... ABC/CBS 
Capital Cities: 


WW hs & & wo 
SBABSER 
NN PHN & 


§ 


CBS 
ABC 
CBS 
NBC 
CBS/NBC 


BRSRE 
Pewue 
Bese 
wee 


San Francisco-Oakland...... IND 
Pittsburgh - NBC 
Atlanta... NBC 
Dayton... CBS/NBC 
ABC/NBC 


BNBeou 
BRews 
BSERE 
eH Om 


Scripps-Howard: 
Cleveland. 


mo 
BSE 
to to te 


to 02 G2 me to 
BBSSe 
a ld 


Springfield, I. (UHF). 
Peoria, I. (UHF). 


wuwuoca 
RBSRSor 
ae a 


aouoa 
REBoa 
anwreE 
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Selected group broadcasters— Market location and ranking—Continued 


National Stations Station Station 

City Affiliated rank of in share of position 
network market market market in 

(percent) market 


Triangle: 
Philadelphia... ABC 
New Haven... ABC 


Lebanon-Harrisburg, Ps. 
CBS 
ABC/CBS 
Fresno, Cal. (UHF).. -- CBS 
Tribune Company (Chicago 
une): 
Now York #..... IND 
Chicago. IND 
Duluth. CBS/ABC 


[2921] 
Time-Life: 


~e. we 
Fee Fege 


whan oe 


oo 


7 
20 4 


02 69 6s om 
FeSsse £5 


Fort Wayne (UHF: 
Newhouse: 

St. Louis (23%) 

Harrisburg, Pa. (UHF). 


FBREBR BSNS 


Ronan a 


CBS/NBC 


CBS 
CBS 
CBS 
CBS 


Sees 
owwn 


3 Interlocking ownership with “New York Daily News.” 
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[Federal Communications Commission Exhibit No. J-226; 
presented by Justice Department] 


[2981] InrerNATIONAL TELEPHONE AND TELE- 
GRAPH CORPORATION, INTERNATIONAL HEADQUARTERS, 
September 21, 1966. 
To: Messrs. H.S. Geneen/H. Perry 
From: Robert H. Kenmore 
Subject: CBS 
The following up-dates my memo of March 1, 1965 as to 
a possible mix of common and preferred to match the CBS divi- 
dend, and also to avoid dilution of ITT net worth. 
The basic assumptions are: 
ITT Market Price 
CBS Market Price 
CBS Common Shares 19. 9 million 


Total Value of Equity--- --- $816 million 
CBS Net Worth. $233 million 


A new issue of preferred is suggested, which would have the 
following characteristics: 


Into 1 share of ITT Common 
$75. 00 (i.e. 4% yield, 38% above con- 
version parity) 
Redemption Price 
Liquidation Value 
Stated Value. 


Comments 


Many of the features of this preferred are similar in prin- 
ciple to our previous issues. A probable 33% premium above 
conversion parity is only slightly higher than an average initial 
premium of 27% for convertible preferred used in all acquisi- 
tions from General Controls to date. The $3.00 coupon pro- 
vides the same 4% yield as the preferred we have been using, 
but a share-for-share conversion offers considerably more flexi- 
bility than a fixed conversion price which necessitates new series 
as the price of the common changes. The new issue should have 
a longer useful life in subsequent acquisitions. 
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[2982] A redemption price of $80 is similar to the redemption 
price of a 4-5% premium over par which we have set on our 
previous series of convertible preferred. (This redemption price 
scales down in small annual increments after the first call date.) 

The value in liquidation of $25 per share may be the hardest 
feature to sell, but is, I think, justified. The basic premise is 
that the only reason for this preferred issue is to match the 
CBS dividend; in an all-common stock deal the CBS stock- 
holder would have ended up with a book value for his stock of 
$23.68. He is, therefore, certainly no worse off by getting a 
preferential call on $25 of assets by accepting this preferred. 

A stated value of $5.00 serves to protect capital surplus and 
the combined companies’ common stockholder equity. 

Effect 

Based on all of the above assumptions, 4,351,000 shares of 
new preferred would be issued with a value of $326 million or 
40% of total acquisition price. In addition, 8.7 million shares 
of common with a value of $490 million would also be required, 
for a total price of $816 million. 

Earnings per share on the ITT common shares issued would 
be $3.97 in 1965 and $3.64 on the total common outstanding 
after the merger, for a positive earnings effect of 14¢ over the 
$3.50 estimated for ITT alone. 

Based on our previous memos of projected earnings for CBS 
in 1970, in that year earnings on the ITT stock issued would 
be $8.64 (vs. $5.90 for ITT) and a combined earnings figure 
of $6.74 for a positive earnings effect of 84¢. 

The effect on common stockholders equity per share would 
be a decline for the ITT stockholder from $29.30 to $27.73 and 
an increase for the CBS common stockholder from $11.71 to 
$27.73. 
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[Federal Communications Commission Exhibit No. J-227; 
presented by Justice Department] 


[2983] Comparative Financiat Resuuts, LEADING Group 
BROADCASTERS 


ESTIMATED 1%5 RESULTS 


Broadcasting Operations Only Total Company 


Market 
NetIn- Percent Cash Percent Value  Price/ Price/ 
Rev- Flow Rev- Fquity Est. 1965 Est. 1965 
enues (mil- enues = ( -  Earn- Cash 
lions) sands) ings Flow 


[2984] Selected group broadcasters—Market location and ranking 


eee 


National Stations Station Station 
City Affiliated rank of in share of position 
network market market market in 
(percent) market 
iS 
Metromedia: 

New York... 

Los Angeles. 

Washington, D.C 

Kansas City. ae 

Springfield, . (UHF)—Has 
been sold subject to FCC 
approval. 

San Francisco (UHF)—Option 
to purchase subject to FCC 
approval. 

Storer; 

Detroit... 

Cleveland. 

Milwaukee. 

Atlanta_ 

Toledo. 

Capital Cities; 

Providence. 

Buffalo... 

Albany. -- 

Huntington (W. Va.) 

Raleigh-Durham 


B2BBse HARES 


Bese 
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Selected group broadcasters— Market location and ranking—Continued 


Stations Station Station 
in share of posit! 


City Affiliated 
network market market market in 
(percent) market 


Taft: 
Cincinnati..-- 
Kansas City --. 


Columbus. .. 
Birmingham. .--- 
Scranton (UHF)...- na 
Lexington (UHF)----~ -- ABC/CBS 
Cox: 
San Francisco-Oakland. -- IND 
--- NBC 
«se-ee NBC 
Dayton CBS/NBC 
Charlotte, N.C... ABC/NBC 
Scripps-Howard; 
Cleveland, - . ABC 
Cincinnati... CBS 
Memphis. «+. NBC 
West Palm Beach 


Renwmoewwe 
Re HHH wR 


nw ween 
brews 


aoe 
mo te 


[Federal Communications Commission Exhibit No. J-231; 
presented by Justice Department] 


[3022] Draft of Memo to ABC Management 12/3/65 


I am sending you herewith a number of documents about 
ITT which may be of interest to members of your Board. Please 
feel free to use any that you find appropriate. Aside from your 
annual and interim report, I have also taken the liberty of en- 
closing two recent brokerage reports written about our com- 
pany by leading Wall Street firms. The Kuhn, Loeb report 
will probably be of greatest interest to you since they have 
been investment bankers for the company for the last — years. 
This firm probably knows ITT better than anyone else, while 
yet retaining the objectivity that is implicit in their fiduciary 
role with the investment public. 


It may be helpful if in addition to this published material I 
make a couple of comments of what we as a management group 
think about the future outlook for ITT. To put this in perspec- 
tive, let me first briefly comment upon the past. As you may 
know, the only industrial company as large as (or larger than) 
ITT in sales and assets which [3023] has shown a higher rate of 
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growth in earnings per share during the past 10 years is IBM. 
Furthermore, during this period the company experienced only 
one year (1957) of earnings decline. 

Needless to say, therefore, our management is primarily dedi- 
cated to providing our stockholders with continued growth in 
earnings per share. Furthermore, we would hope to be able to 
continue to match the rate of growth achieved in recent years— 
on the order of 12% to 13% per annum—in spite of the ever 
increasing base from which this growth must be achieved. 

Where then do we expect this growth to come from in the 
years ahead? To a great extent where it has come from in the 
past. The single largest segment of our sales and earnings con- 
tinues to come from our basic historical telecommunications 
manufacturing and operating activities which are primarily 
concentrated in the relatively unsaturated markets outside of 
the US. In Western Europe, for instance, where our sales next 
year [3024] will top the $1 billion mark for the first time, we 
have a market of 305 million people (versus a U.S. population 
of about 190 million) and while this European market is pri- 
marily concentrated in countries far along the road of eco- 
nomic development and high standards of living, the number 
of telephones in Western Europe today is still only 13 per 100 
population, compared with 43 per 100 in the U.S. Stated an- 
other way, for Europe, whose saturation level for telephones 
now stands where the U.S. was 25 years ago, to catch up to the 
US. level will require an expenditure of some $24 billion in the 
type of equipment which we supply (ie. essentially the same 
product line that Western Electric manufactures for the Bell 
System in the U.S.). 

This kind of non-cyclical built-in demand is one of the key 
factors in ITT’s continuing growth since we are by far the larg- 
est supplier of this type of equipment outside the U.S. (with 
a volume roughly equivalent to that of the next 2 largest fac- 
tors in the industry combined). Our basic position in these 
markets and relationships with their governments is also an 
important [3025] factor in our ability to broaden our produc- 
tion in other areas of unsaturated demand. 
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In the U.S., our major growth is coming from a very differ- 
ent set of circumstances. As a U.S. company, with U.S. stock- 
holders and US. financial obligations, it has long been our goal 
to strengthen our base of U.S. earnings and 1965 will be the 
first year in which our total company’s dividend requirements 
will be met by earnings from the U.S. 

With little commercial business to build on we, therefore, 
took the opportunity to thoroughly research the outlook for 
various segments of the U.S. economy before making a move 
and identified a few key areas which we believed represented 
the best growth potential in the coming decades. Needless to 
say, near the top of our list was the broadcasting field, but 
more importantly it was our belief that the overall field of con- 
sumer services represented one of the most attractive areas of 
future growth, so that a number of our major acquisitions 
(Avis, Aetna Finance, etc.) have been concentrated in this 
sphere. 


* * * * . 


[Federal Communications Commission Exhibit No. J-232; 


presented by Justice Department] 


[3029] INTERNATIONAL TELEPHONE AND TELEGRAPH 
CorporaTION, INTERNATIONAL HEADQUARTERS, 


December 7, 1965. 
To: Mr. H. 8S. Geneen 
From: H. Perry 
Subject: ABC Valuation 

The primary reason that ABC is worth $85 to ITT while it 
might only be worth $62 to an investor buying a hundred shares 
in the open market is that the objectives of the two buyers are 
totally different and the “value” of ABC is very different in 
terms of those objectives. 

The individual (or for that matter institutional) investor is 
looking at this year’s earnings, the price earnings ratios of what 
he considers to be comparable companies, and is also heavily 
influenced by a number of other factors of a short-term nature 
such as program ratings, FCC publicity, trade press rumors, etc. 
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ITT on the other hand, is looking at the long-term corporate 
opportunity that such an investment would represent since it 
is in a sense buying “forever”. On this basis the totality of ABC 
is worth considerably more because of the long-term contribu- 
tion it can make in terms of: 


1.) Accelerating the parent company’s growth rate. 

2.) Improving the company’s image and P/E multiple. 

3.) Providing a strong element of “cash throwoff” earn- 
ings to the total capital needs of the company. 

4.) Providing a number of ancillary benefits in the mar- 
keting area. 

5.) Improving the quality of the total corporate earn- 
ings, both by type (service versus manufacturing) and 
location (U.S. versus foreign). 


[Federal Communications Commission Exhibit No. J-238; 
presented by Justice Department] 


[3043] AmertcAN Broapcastinc Compantgs, INc. 


As you know, for about two years we have been intensively 
researching the broadcasting industry, and closely following all 
developments that might lead to possible acquisitions, because 
of our belief that this industry represented one of the most 
attractive fields for potential ITT entry. Virtually all of the 
characteristics of the industry score favorably on the criteria 
we established for desirable acquisitions. During this entire pe- 
riod we have always felt that were one of the major networks to 
become available, it would represent by far the best opportunity 
for participation in this industry, and while groups of inde- 
pendent stations or large individual stations might also be 
attractive, our policy has been not to move aggressively in this 
direction until we would be convinced that none of the three 
major networks (and their group of owned stations) might be 
available. 

As a result, the fact that ABC network might now become 
available represents in our mind one of the major acquisition 
opportunities in ITT’s corporate history with a long list of ad- 
vantages accruing to us if this acquisition can be consumated. 
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Included in this report is a detailed analysis of the proposed 
transaction prepared by Kuhn, Loeb & Co., and a comprehen- 
sive discussion of the industry by a independent financial con- 
sultant, Roth, Gerard & Company, who is reputed to be the 
best informed financial house on this industry. 

Our comments in this introductory section will, therefore, be 
limited to a few highlights of what we continue to believe the 
significant advantages [3044] for ITT to be from such an 
acquisition. 

The unique attraction of the television broadcasting busi- 
ness is that this industry possesses a strong consumer franchise, 
with limited access to new competitors, without the burden of 
regulated rates. Furthermore, while it will benefit fully from 
rising population and consumer discretionary income, its 
growth is not limited to any narrow product line which may 
lose its appeal over time, but will benefit over the total spectrum 
of demand regardless of the changing patterns of this demand. 
In addition, its basic inventory consists of the zero cost assets of 
time and air. 

The acquisition of ABC affords us with a unique opportunity 
to add some $20 million of fast growing service income in the 
U.S. Such a large increment of earnings in a field that is con- 
sidered readily compatible with our basic communications oper- 
ation is not often available. As a standard of comparison we 
might look at a property like United Utilities (which is not for 
sale) and assuming a $475 million acquisition price (25% above 
current market) versus $400 million for ABC we would only get 
some $18.8 million of 1966 earnings versus $20 million. More 
importantly, these earnings would only grow over the next 5 
years at an expected rate of about 9% a year versus an earnings 
growth of some 16% a year expected for ABC over the same 
period. 

In addition to the features of service, growth and franchise 
position, this is essentially a cash business with low investment 
requirements in plant, inventories, receivables, etc. In 1964, 
ABC generated $1.85 of revenues for each dollar of its assets 
while ITT produced $0.92 [3045] on the same basis. ABC pro- 
duced $6.01 of revenues for each dollar of plant, 2.6x ITT’s 
$2.31 per plant dollar, and also generated $4.78 per dollar of 
inventory and receivables, which was 2.3x ITT’s output. Not 
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only did ABC thus produce more per dollar of liquid and fixed 
assets than ITT, but it also generated a higher return on these 
assets; in 1964 ABC earned 4.8¢ on every dollar of assets while 
ITT was earning 4.1¢. 

Television’s high potential earning power and low require- 
ment for capital investment, together with cash developed from 
theaters, create a large cash generation, which will be available 
for other corporate opportunities. Once the network attains 
meaningful profitability, free cash throwoff after capital ex- 
penditures and debt repayment should approximate $24 million 
annually by 1970. In all, we estimate ABC’s five year cash 
throwoff through 1970 will approach $100 million, almost all 
of which will be available for reinvestment outside the tele- 
vision business. 

The magnitude of internal cash generation is such that even 
at the lower earnings levels of the 1962-64 period, excess cash 
over and above internal requirements of about $11 million a 
year amounted to $24 million in total, of which $8.2 million was 
invested in affiliates and cash acquisitions, and $14.4 million 
was paid out in dividends. At the end of 1964 the company had 
$33 million in cash and government securities. 


[3046] ABC estimated cash flow 
{In millions) 


Profit plus depreciation .......----------+--------0---200ee0= 
Capital gains, options......--. 


Given a fixed supply of service (available time), the 'favor- 
able economics of free pricing depend upon growing demand. 
The television broadcasting industry is supported by commer- 
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cial advertising, and demand for television time is measured 
by the advertiser’s desire to reach audience. Because television 
is the most efficient selling medium for branded, consumer non- 
durables, expenditures for television advertising has been grow- 
ing at a rate twice that of the economy and three times that 
of spending for non-television media such as newspapers and 
magazines. Future demand for television services will reflect 
the media’s basic uniqueness as a selling medium and its rela- 
tively greater efficiency to alternative media. This trend is 
being accelerated by the rapid extension of color, which will 
add appeal for present advertisers and will attract entirely new 
groups of national advertisers such as chain merchandisers. 
[3047] The tremendous impact of television can be illus- 
trated by a number of examples involving otherwise undifferen- 
tiated products. Alberto-Culver, advertising exclusively on tele- 
vision, went from $400,000 to $102 million in sales in less than 
10 years in highly competitive markets such as hair care prep- 
arations. Colgate’s “Ajax”, an all-purpose liquid detergent, 
went from virtually no market position to first with an 18% 
share in a period of about nine months, solely on the strength 
of a television advertising campaign involving the “white tor- 
nado”. It has been reported that even the venerable Hershey 
Chocolate Corporation which has traditionally done no adver- 
tising, will shortly enter television to protect its position against 
competitors who have aggressively used the medium. 
Moreover, television is believed to be substantially under- 
priced relative to other advertising media in terms of impact on 
the consumer and, therefore, should be able to support signifi- 
cant price increases as demand begins to exceed supply. 
This economic environment where increasing advertising de- 
mand for exposure on television will be forced upon the fixed 
supply of available hours on the fixed number of stations will 
increasingly favor the industry’s rate structure. While all net- 
works and stations will benefit, it is our belief that ABC per- 
centage-wise will tend to benefit the most because it has tradi- 
tionally been the third network to come along in what was a 
21 network demand economy. This is only now shifting to a full 
3-network demand structure and, therefore, ABC has not bene- 
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fited fully to date from the increasing demand on the part of 
advertisers for television exposure. 

[3048] Operating within this strongly improving demand 
structure, the networks are a fixed expense business in which 
additional revenues produce very high incremental profit mar- 
gins. It is for this reason in our financial projections attached 
we have projected incremental margins for ABC as shown 
below: 

ABC after tax incremental margins 


[By percent] 
eee eee eee EEE 
Incremental 
1964 actual 1970 estimated 1964-70, 


TV network. 
Owned stations... 
Tota] company. 


a tS a ee > re ee 
To test the validity of the 1970 profit margin estimate for 
ABC, it should be noted that in 1964 the CBS and NBC net- 
work operations had estimated after tax profit margins of 5.9% 
and 3.8% respectively, and the CBS and NBC owned and op- 
erated stations had profit margins of 21% and 26%. 
Furthermore, an analysis of the price we are effectively pay- 


ing for component parts of the operation indicates that very 
little is being paid (at current market rates) for the network 
franchise of ABC. 
[3049] 1966 earnings value 

{Millions} 


P/E Value Amount 


Total price. 


Division: 
Television stations. 
Radio stations. ... 
Theaters....... 
All others... 


Norx.—See exhibit I (p. 10) for methods used to construct above table. 
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In effect, the above table demonstrates that a very low resid- 
ual value of our purchase price is attributable to a network 
operation where in many ways the greatest leverage exists for 
increased profitability. 

Over and above this, ABC is somewhat unique among broad- 
casting properties in that the relationship of our acquisition 
price to the tangible net assets that are being acquired is con- 
siderably lower than for most broadcasting properties. 


[3050] Price—Book value relationships 


Ratio Tangible 
book value 


8.1X $(16) 
41X 16 
5.7% (9) 
8.0X LR 
10, 0X (14) 


6.4X (1) 
3.4X 14 
4.5% 204 


125 percent over market, except ABC. 


Based on 1966 ITT earnings estimates of $84 million, the 
combination with ABC would generate earnings of $104 million 
broken down as follows: 


[3051] As you can see this will make dominant the more sta- 
ble service segment of our earnings. In addition, the expected 
1966 split of earnings between U.S. and Foreign would be: 
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Therefore, both by type and location ABC will importantly 
add to the quality of ITT earnings, particularly in the minds 
of the investment community, which should provide tangible 
benefits for our stockholders. I need only point to RCA, where 
broadcasting represents some 40% of earnings and where the 
current P/E is 20x 1965 earnings compared with our 1965 
multiple of 19x. 

Exuusit I 


[3052] In the table on Page 7 we developed values for each 
segment of ABC based on an earnings breakdown to which we 
assigned what we considered an appropriate P/E ratio. The 
justification for these ratios is as follows: 
(1) Owned and Operated Television Stations 

We assigned a 24x P/E to these earnings based on the market 
value of existing group broadcasters modified by a considera- 
tion of the cities in which the ABC stations operate. 


Scripps Howard_.----------------------------- 
Capital Cities. 


From the table above, the average 1965 P/E of group broad- 
casters is an estimated 20x, and if we assume an average 10% 
growth for 1966, the P/E would be 18x 1966 earnings. However, 
since acquisitions are virtually impossible at market value, a 
25% premium over market would result in a purchase price 
P/E of 22-23x 1966 earnings. 

[3053] We think this P/E should be adjusted based on the 
relative national rankings by size of the markets in which sta- 
tions are operating. 


From this table it is clear that ABC stations are in the top 
markets, considerably better than any of the other independent 
group broadcasters. We thus feel that the quality of ABC’s rela- 
tive markets fully justifies additional 1x or 2x multiples, thus 
resulting in a 24x valuation multiple for ABC station earning. 


2. Radio Stations 

In this case, we used an 18x multiple of estimated 1966 earn- 
ings which in fact may be somewhat conservative. Storer 
bought WHN for $11 million and in 1965 WHN is expected to 
earn $450,000 on revenues of slightly higher than $4 million. 
Thus the purchase price was 2.7x 1965 sales and 24x 1965 
earnings. 
[3054] ABC has stations in New York, Los Angeles, Chicago, 
San Francisco, Detroit, and Pittsburgh, which are expected to 
generate $18 million in revenues and a net profit of $2.0 million 
in 1966. 

The 2.7x sales and 24x earnings test produced values which 
we thought to be excessive, and we reduced the value of ABC 
radio stations to 18x next year’s earnings and 2x sales. 


3. Theater 

The 14x multiple assigned to theater earnings takes into ac- 
count a 13x multiple on current earnings plus $4 million in 
contracts receivable (after taxes) for theater properties already 
sold. Additional valuation factors are the high asset value of 
theater property as well as the fact that theater earnings have 
been relatively stable and are now starting to benefit from the 
national trend of increasing admissions prices, which has not 
been found to affect attendances. Another major public theater 
chain had an average 1964 P/E of 16x, and in general has sold 
in this range. We, therefore, considered 13x to be a reasonable 
purchase valuation for ABC’s theater operations, particularly 
in light of the fact that total cash flow from theater operations 
is above $6 million ($3.1 million in earnings, $2.7 million 
in depreciation, and over $1 million from the sale of theater 
properties). 
4, “All Other” 

All Other Operations were valued at 16x earnings which takes 
into account the basic business of film syndication, film pro- 
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duction, record business, publishing, etc. which are all show- 
ing satisfactory growth, although contributing only a small por- 
tion of ABC’s total earnings. 
5. Network Franchises 

Subtracting out these values produced a net value which 
would be paid for the network franchise, which based on net- 
work earnings, would be a modest 8x earnings. 


[3056] FINANCIAL CONSIDERATIONS 


The attached four tables present suggested acquisition sta- 
tistics, recent financial history of ABC, future estimates 
through 1970, and other pertinent information. 

At the suggested acquisition price, ABC would produce an 
earnings contribution to total ITT shares (after adjusting for 
new shares issued to ABC) of 7¢ in 1966 increasing to 42¢ 
by 1970. 

It should be noted that all 1966 figures for ABC assume the 
continuation of a strong economy, since current network eco- 
nomics still are such that advertiser withdrawals in a cyclical 
downturn would undoubtedly affect ABC more strongly than 
the other two networks. Nevertheless, our 1966 estimate of 
$4.25 per share (net profit of $19.9 million) is still below that 
currently being made by the company of approximately $4.50. 

Long term projections through 1970 appear realistic in terms 
of assumptions for margins, rates, etc. of ABC in relation to 
the other two networks. As we pointed out in the previous sec- 
tion, 1970 profit margins are still below those experienced by 
CBS and NBC for 1964. We have also assumed ABC will con- 
tinue to be in third position through 1970 and still have the 
limitations of reaching a smaller audience than either of the 
other networks. While this may be overly conservative, we have 
not programmed any improvement in coverage in our projec- 
tions of revenues and income through 1970. 
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TasBie I.—ABC suggested acquisition statistics 


New Preferred Dividend”... 


Net Available for Common 
Earnings per Share of ITT StockIssued forABC_ 
Pro-Forma Earnings per Share ITT & ABC 


Contribution to Earnings Total ITT Shares 
Combined 


“Anticipates annual increase of 10¢ per share in common dividend. 


(3058) TABLE II.—ABC suggested acquisition statistics 
nn SAE ait A AER SEUSS. NS eee 
4,679,011 shs. 


- 5719 shs, ITT Common @ $67...............- 
- 5719 shs. ITT Preferred @ $82.50"... --.-2-2.~ 


1, 1498 BS. WoW. cecncececcscccsesecececsacss 


Total ITT Shares Issued ITT Common 
ITT Preferred - .- 


*Estimated value assuming a 23% premium, 


[8059] 
Tas_e III. An important comparison 

While the acquisition of ABC is priced at 20x 1966 earn- 
ings, ABC is expected to grow faster than the other networks 
through 1970. Thus, at our acquisition price, the 1970 P/E of 
11x is identical to our projected P/E of CBS in that year based 
on our projections of CBS earnings. Over the long run, the 
purchase of ABC, therefore, with its higher rate of growth can 
be projected to the equivalent of purchasings CBS at the cur- 
rent 1965 market price. The higher multiple we pay now for 
this greater leverage and growth rate ahead will thus be equal- 
ized by 1970. 


E1966 Earnings Market 
(millions) 


*Pstimated prrchase crice. 


[3060] Taste IV . 


Note that projections show revenues increasing at a 7% an- 
nual rate through 1970 compared with an actual 8% rate for 
the period 1959 through 1965. Earnings, benefiting from higher 
incremental margins, are projected to compound at 18% com- 
pared with a 12% actual rate from 1959 to 1965. 

Excess cash flow is estimated at $24 million in 1970, which 
might be available for other ITT corporate purposes. 


[3061} Tasie IV.—ABC sales and net income, 1959-E1970 
[$ Million) 


1959-1960 «1961-1962: 1963 


$288.0 $334.4 $363.1 $379.7 $386.7 $420.9 $460.0 
$0 $105 $29 S108 $7.4 SILO $154 
28 31 27 28 19 26 


$460.0 $500.0 $530.0 $5620 
$15.4 $19.9 $229 S62 


INTERNATIONAL TELEPHONE AND TELEGRAPH CORPORATION AND 
AmmERICAN BROADCASTING COMPANIES, INc., DECEMBER 6, 1965 


* * * * * 


[3064] OPINION 


International Telephone and Telegraph Corporation (ITT) 
is contemplating entering into negotiations to acquire Ameri- 
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can Broadcasting Companies, Inc. (ABC). One of the possi- 
bilities being considered by ITT is that of attempting to reach 
An agreement whereby there would be an exchange of .5719 
share of common stock plus .5719 share of a new convertible 
preferred (convertible into common stock on a share-for-share 
basis) of ITT for each share of common stock of ABC. We have 
been asked to evaluate the fairness of the proposition with 
respect to ITT’s stockholders and to assist ITT in its further 
deliberations as to an appropriate course to follow in the antic- 
ipated negotiations. In our opinion we consider the proposition 
to be fair and equitable to the stockholders of ITT. Based on 
the financial factors which we have reviewed, the suggested 
terms are fairly related to the level of earnings which each 
company has obtained and expects to obtain under present 
conditions, 

In arriving at our opinion we considered, among other fac- 
tors, the balance sheet position of each company, contributions 
to combined assets and earnings, sales and earnings trends and 
common stock price ratios. Consideration was also given to a 
study of the financial results and common stock price ratios of 
a group of publicly owned companies which are comparable 
to ABC. 

Although we have not been supplied with any dollar estimate 
of merger savings, it is evident from our review of the opera- 
tions of the two companies that the merger would serve the 
interest of both companies. An immediate benefit to be derived 
by ITT from the inclusion of ABC’s earnings would be an in- 
crease in ITT’s proportion of net income from domestic sources 
from the approximately [3065] 40% expected in 1965 to 
slightly more than 50% on a pro forma basis for 1965. It will 
also increase the service contribution to domestic net income 
from 23% to 37% for the same period. 

We did not make a physical appraisal or engineering study 
of plants and properties or a market survey of products and 
services offered; nor did we analyze the effects on the merged 
company of the income tax and pension situations of ITT and 
ABC. 
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Contributions to Combined Company 

Based on 4,679,011 shares outstanding of ABC, under the 
proposed offer, ITT would issue (i) 2,675,926 shares of pre- 
ferred stock with a liquidating value of $133,798,300 ($50 per 
share) and an aggregate dividend requirement of $6,422,222 
(assuming a dividend rate of $2.40 per share) and (ii) 2,675,926 
shares of common with an aggregate dividend requirement of 
$3,211,111 at the current rate of $1.20 per share. The additional 
dividend requirements on this basis would total $9,633,333 
which represents 60.6% of ABC’s estimated 1965 earnings of 
$15.9 million. We have noted, though, the rapid growth in net 
income of ABC in the last few years, and we do not consider 
that the added dividend requirements involved in the exchange 
offer would be materially burdensome to the merged company. 

After conversion of the preferred there would be outstanding 
25,265,293 common shares of which ABC stockholders would 
receive a total of 5,351,852 shares or 21.2%. The following table 
shows both companies’ contributions [3066] to major balance 
sheet and income items: 


Contributions to major balance sheet and income account items 


Combined Totals Percent Contribution 
(Millio 


Balance Sheet Items:* 
Total Net Assets. 
Common Stock Equity. 
Net Current Assets. 
Cash & Equivalent .. 
Net Fixed Assets.... 

Net Income for Common: 


3 Yr. Average 1963-; 
1964 Revenues. 


“As of September 30, 1965 for ITT and December 31, 1964 for ABC adjusted for issue of $52.0 million 
of notes in July, 1965. 
Although ABC would receive a greater share of the combined 
company than its contributions to earnings, the trend of its 
earnings is favorable and its cash contribution is substantial. 
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Values Before and After Exchange 

As a result of the leverage created by use of preferred as part 
of the exchange offer and the sharp rise in ABC's estimated 
earnings for 1965 and 1966, there would be no dilution in cur- 
rent earnings per share common for ITT as [3067] shown in 
the following table: 


Earnings per share common of ITT before and after exchange 


Before exchange After exchange 


$1.87 

2.14 

2.38 

2,95 

3,51 

. 4,30 

S year average 1961- sees 2.7% 2.57 
3 year avernge 1963-1965. eens 2.95 


The conversion of the 2,675,926 shares of preferred into an 
equivalent number of shares of common would result in a dilu- 
tion of 10.6%, offset in part by a $6.4 million saving in pre- 
ferred dividend requirements. After conversion the $3.51 earn- 
ings per share for 1965 would decline to $3.39. However, with 
the new preferred stock non-callable for 10 years and the divi- 
dend set at twice the common dividend (but never less than 
$2.40) it is improbable that any preferred will be converted 
during the first 10 years. 

At the recent price of $67 per share the common stock of ITT 
is selling at 19.2 times estimated earnings of $3.50 per share 
for 1965. After the merger is consummated, the new company 
should command a higher price to earnings ratio as the market 
gives recognition to the potential benefits to be derived from 
the combination of the companies. 

An indication of possible price ratios for the new company 
may be inferred [3068] from the current multiples accorded the 
earnings of Radio Corporation of America, a company that 
would be comparable to the new company. At its recent price 
of 4854, RCA common stock is selling at 35.5 times 1964 earn- 
ings of $1.37 per share and 29.5 times estimated 1965 earnings 
of $1.65 per share. 
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[3069] AxtericAN Broapcastinc Companigs, Inc. 


The company was incorporated in New York, November 15, 
1949, as United Paramount Theatres, Inc. to acquire all do- 
mestic theatre and related properties of Paramount Pictures, 
Inc. The name was changed to American Broadcasting-Para- 
mount Theatres, Inc. at the time of the merger with American 
Broadcasting Co., Inc., on February 9, 1953. The present name 
was adopted July 2, 1965. 

ABC operated the third largest of three nationwide television 
networks in terms of gross time billings, one of four national 
radio networks and the largest motion picture theatre chain. 
Other phases of the business include phonograph records and 
publishing. It also has interests in three electronics companies. 
Broadcasting Operations 

ABC’s nationwide television network consists of five owned 
and operated stations: WABC-TV New York, WBKB-TY Chi- 
cago, WXYZ-TV Detroit, KGO-TV San Francisco and KABC- 
TV in Los Angeles and 263 affiliated stations at January 2, 
1965. At the end of 1964 the television network had 130 primary 
affiliates which covered 93.5% of all homes with television sets 
in the United States. The average evening program was car- 
ried by 179 stations providing 96.7% coverage. 

The radio network consists of six owned and operated sta- 
tions: WABC-AM, FM New York, WXYZ-AM, FM Detroit, 
KGO-AM, FM San Francisco, [3070] KABC-AM, FM Los 
Angeles, KQV-AM, FM Pittsburgh, and WLS-AM and 
WENR-RM Chicago. At January 2, 1965 there were 419 
affiliated stations. 

Television and radio stations affiliated with ABC receive and 
broadcast programs supplied by ABC in addition to their own 
local programs. Generally, the network programs originate in 
New York, Chicago and Los Angeles. 

Theatre Operations 

The company had 15 major operating theatre subsidiaries as 
of January 2, 1965 which operate 420 theatres including first- 
run and second-run theatres as well as drive-in theatres located 
principally in the south and southwest. 
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Phonograph Operations 

ABC-Paramount Records, Inc., a wholly-owned subsidiary, 
produces phonograph records on the ABC-Paramount, Apt and 
Impulse labels. Its subsidiary, Grand Award Record Co., Inc., 
releases and distributes records under the Grand Award and 
Command labels. ABC-Paramount Records also controls West- 
minster Recording Co., producer of classical records, and 
Ampco Music, Inc. and Pameo Music, Inc., music publishers. 
Film Syndication 

ABC is engaged in distribution of television programs to 
television stations both in domestic and foreign markets 
through its subsidiary, ABC Films Inc. 
Electronics 

ABC has interests in three small electronics concerns. It 
owns 12% of Microwave Associates, Inc., a producer of micro- 
wave semi-conductors [3071] tubes and related products. In 
addition, ABC has a 19% stock interest in Technical Opera- 
tions, Inc., a manufacturing, research and development organ- 
ization. It also holds preferred stock, covertible into a maxi- 


mum of 20% of the common, of Visual Electronics Corp., a 
small concern specializing in communications systems. 


Amusement Centers 

Florida State Theatres, Inc. and Silver Springs, Inc., both 
wholly-owned, operate two scenic tourist attractions centers in 
Florida. 
Publishing 

In 1959 ABC acquired Prairie Farmer Publishing Company, 
Chicago, which publishes three farm papers in the midwest. 
International Operations 

ABC has associations with 53 foreign TV stations in 23 coun- 
tries, primarily in Central and South America and also in Aus- 
tralia, Japan, the Philippines, Canada, Iran, Okinawa, Mexico, 
Lebanon and Nigeria. 


REVENUES 


Revenues of ABC have increased in every year since 1959. 
From 1959 to 1964, total revenues increased 46.2% or at an 
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average annual compound rate of 7.9%. However, analysis of 
the relative contribution of the three major divisions reveals 
important changes in the composition of revenues. Television 
and radio broadcasting revenue which accounted for 59.9% of 
total revenues in 1959 contributed 73.3% in 1964. These reve- 
nues increased 79.8% during the five-year period, or at an 
average annual compound rate of 12.5%, as [3072] summar- 
ized in the following table: 


Average 

Percent Percent Per- Annual 
1959 o! 1964 cent Compound 

Total Change Rate of 
Growth 

(pereent) 


ee EE 


Radio and Television.- zs . $172, 469 7 $310,135 +79.8 125 
Theatres. ..-..----------- * . 91, 139 78,891 —13.4 neg. 
Merchandise Sales and Other 24,349 A 31,889 +31.0 5.5 


287, 957 420,915 +46.2 7.9 


The 12.5% average annual compound rate of growth in 
ABC’s radio and television revenues in the five-year period 
1959-1964 is substantially higher than the growth rates of total 
expenditures by advertisers in various media as shown in the 
following table: 

{Dollars in millions} 


Average 
annual 
Percent Percent come 
1959 of total 5 pound 
rate of 
growth 
(percent) 


Radio and Television. a -- . 1 $2, 149.8 33, 121.9 G8 
Newspapers and Magazines. -- 39.2 4,412.2 5,247.7 3.5 
Direct Mail, Outdoor and Other 7 4,692.8 . 5, 785.4 4.3 


11, 254.8 14, 155.0 4.7 


Source: Printers’ Ink. 


Profit Margins and E: ‘arnings 

In 1964, net income of ABC as a percent of total revenues 
was 2.6% and it is expected that the profit margin will be 
3.4% in 1965. This margin may be compared with CBS’ 7.7% 
in 1964. With the benefits that would accrue to ABC through 
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a merger with ITT, it may be expected that the profit margins 
of ABC could improve substantially. Assuming a profit margin 
of 7.5% on estimated [3073] revenues of $465 million in 1965 
net income could amount to $34.9 million, or $7.45 per share 
common compared with the $3.40 per share common estimated 
for 1965. 
BavaNce SHEET Data 

Capitalization 

Among the companies selected for comparison with ABC, 
several have relatively high debt ratios resulting primarily from 
the use of debt to finance acquisitions. Capital Cities Broadcast- 
ing Co. spent $19.5 million in 1961 and $15 million in 1964 for 
several radio stations and at December 31, 1964, 73% of its 
capitalization consisted of debt. Of the companies in the group 
it had the highest debt ratio. Other companies exhibiting rela- 
tively high debt ratios were Taft Broadcasting at 59.8%, Cox 
Broadcasting 57.6% and Medromedia 51.6%. Only Scripps- 
Howard had no debt in its capital structure at the end of 1964. 
Relative to the other companies in the comparison group the 
capitalizations of ABC and CBS are moderately conservative. 
CBS, the company most comparable with ABC, had 20.2% 
($61.5 million) of its total capitalization of $304.9 million in 
long-term debt. ABC, also utilizing debt in moderate amounts, 
had 26.5% ($46.6 million) of debt in its total capitalization of 
$176.1 million. Current maturities of long-term debt for ABC, 
as of January 2, 1965, amounted to $0.5 million while CBS 
showed current maturities of $1.5 million. 

The combined pro forma capitalization of ITT and ABC 
would be $1,473.9 million consisting of 31.2% debt ($459.4 mil- 
lion), deferred taxes and other items 8.5% ($125.2 million), 
minority interest 3.7% ($55.5 million), [3074] preferred stock 
8.8% ($129.3 million), and common equity 47.8% ($704.6 mil- 
lion). The $129.3 million of preferred stock includes the new 
convertible preferred stock at stated value of $10 per share. 
The liquidating value of the $129.3 million of preferred would 
be approximately $236 million. 

The pro forma capitalization ratios would be little changed 
from those of ITT prior to the merger. 
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Applicable Assets 

Companies in the broadcasting field have negligible require- 
ments for inventories. Current assets generally consist of cash. 
receivables and film rights. The ratio of current assets to current 
liabilities for most of the companies in the comparison group- 
was about 1.5 to 1.0. CBS and ABC were exceptions, with both 
companies exhibiting a significantly stronger ratio of 2.4 to 1.0.. 
As of January 2, 1965, ABC’s cash position, was stronger than 
that of CBS, with 27% of its total current assets consisting of 
cash and equivalent contrasted with 22% for CBS. ABC’s $33: 
million of cash and equivalent before its recent financing rep- 
resented 65% of total current liabilities while CBS’ cash and 
equivalent covered 53% of current liabilities. 

ABC recently improved its cash position as a result of a re- 
cent $52 million financing. The proceeds refunded $42.5 mil- 
lion of debt and added $9.5 million to cash. 

The greatest concentration of assets for most companies in: 

the comparison group was in intangibles arising mainly from 
the excess of investment cost over the amounts allocated to the 
underlying net tangible assets acquired. 
[3075] Metromedia had 57% of its assets in fixed assets be-- 
cause of its large outdoor advertising operation and Scripps- 
Howard with only 10% in intangibles had 66% of its applicable. 
assets in net working capital. 

ABC and CBS had relatively minor amounts of intangible- 
assets. Fixed assets of ABC totaling $72.1 million, represented 
40% of applicable assets contrasted with 39% for CBS. 
Price-Earnings Ratios 

On November 30, 1965, at a price of $5934, ABC was selling 
at 25.1 times 1964 earnings of $2.38 per share and 27.9 times 
its average earnings for the three years 1962 through 1964. 

CBS, the company most comparable to ABC, was selling at 
16.9 times 1964 earnings and 20.6 times its average earnings 
for the three years, 1962 through 1964. The other companies 
in the comparison group were selling at multiples of 1964 earn- 
ings ranging from 17.8 for Metromedia to 28.0 for Capital Cities- 
Broadcasting. 


6.9 
17.8 
192.7 
7 
4.2 
17.2 


As indicated in the preceding table the shares of ABC are 
currently selling at 17.6 times 1965 earnings, estimated at $3.40 
per share. This is in [3076] line with the price earnings ratios, 
based on estimated 1965 earnings of the other companies in 
the comparison group. The exception is Storer Broadcasting 
whose shares have recently been bid up strongly as the result 
of its acquisition of an 87% interest in Northeast Airlines. 

Over the past five years, based on average prices and average 
earnings, ABC’s common stock sold at 17.8 times earnings while 
over the past three years it sold at 17.1 times earnings. How- 
ever, it should be noted that in each of the years 1960 through 


1964 the stock has on occasion sold at higher multiples as 
shown below: 
Historical price earnings ratios, 1960-64 


Rors, Gerarp & Co., 
New York, N.Y. 
THE TELEVISION INDUSTRY 

The American television industry is unique in that it is 
totally supported by commercial advertising. The basic rela- 
tionships in the industry follow: 

The advertiser is the sole customer of networks and stations, 
and communicates a sales message to the consuming public in 


order to sell products. 
278-719-—67-—_46 
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The three networks provide programs and act as national 
sales agents for stations. The 575 stations give the network and 
the advertiser access to consumers in local markets. Markets 
are defined by an effective signal radius of 50 to 75 miles, and 
each market has been assigned between one and seven VHF 
stations, the specific number depending upon population and 
technical factors. Together, the networks and the stations are 
the agencies by which the advertiser reaches the consumer. 


[3092] Revenues and earnings before taxes for the industry 
were as follows: 


i 


Pretax Profit 


3 Networks_....---.------+2---------20220-> 
15 Network Owned Stations 


3 Network-Station Units. 
560 Indep. Owned Stations... 


Total Television Industry. 


Notwork revenues exclude $214 million of compensation paid to stations. Profits are not affected, 
Source FCC. 


The parent company of each of the networks also owns five 
VHF television stations, the maximum permitted any group 
under FCC rules. The networks’ sole access to the public is 
through independently owned stations, with the exception of 
the fifteen network company owned units. Some 523 inde- 
pendently owned stations are affiliated with a network. The 
remaining 37 stations operate independent of network affilia- 
tion, because there is no affiliation available in their markets. 
The network pays each affiliate (including network owned out- 
lets) to accept network supplied programming and network 
solicited advertising. This programming and sales function is 
provided at no cost or risk to the station, which is free to sell 
commercial time between network programs. Because networks 
pay stations to take attractive programming which generates 
large audiences and enhances adjacent commercial time, the 
largest part of the television industry’s profit has always been 
at the station level. 
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[3093] The estimated pre-tax profit breakdowns of network 
and network owned stations in 1964 are as follows: 


[In millions] 


NWO sica cesses essnescuvsasctctaeswccesus 
5 VHF Stations. 


ABC is the smallest of the three networks and its five sta- 
tions are less profitable than those owned by CBS and NBC. 
This is basically a matter of ABC being the last competitor 
to achieve major status in an industry where access in many 
markets is limited to less than three outlets. The same station 
scarcity factors that make ABC’s coverage disparity relatively 
permanent insure that the industry is closed to a fourth net- 
work. 

The fact that network competition is fixed at three, station 
outlets in all but the smallest markets are frozen, and available 
hours are limited, assures that the capacity of the network 
industry to service advertising demand cannot be expanded 
substantially. In contrast, demand is expected to grow at a com- 
pound rate of 6.5%, aided by the saturation of color. Competi- 
tive discounts, which were caused by each networks desire to 
secure business in an economy which could not support three 
factors, should disappear and be replaced by a premium price 
structure based on scarcity of service. In addition, with a fixed 
plant investment, profit leverage is indicated by relatively fixed 
programming costs and static administrative, selling, technical. 
cable (aside from minor [3094] increases for color) and depre- 
ciation expenses. Substantial leverage has not been realized in 
the past since advertiser demand was less than industry capac- 
ity. Over the past three years, increased advertiser demand has 
brought the industry close to a balance with supply, and we 
believe that future earnings will reflect the leverage inherent 
in the business. This will be particularly true for the ABC net- 
work, which is now only operating at a modest profit because 
of deeper discounts and more unsold time relative to competi- 
tion as a result of its marginal position. Despite continuing 
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progress from UHF set conversion and the development of 
CATV, we feel that solution to ABCs basic coverage disparity is 
unlikely by 1970. However, an enormous additional marginal 
profit opportunity exists if geographic coverage can be raised to 
the levels of CBS and NBC. For example, if ABC could elimi- 
nate its 5%-10% coverage disparity, present revenues might 
increase an estimated $20 million, of which approximately two- 
thirds or $13 million would flow through in additional pretax 
profit. 

The same basic economic factors apply to ABC’s five tele- 
vision stations which have substantially fixed costs despite 
rapidly increasing demand. Although these stations are rather 
profitable, we believe earnings can double between 1965 and 
1970 as a result of their substantial operating leverage. 

Throughtout this report, the term “network” will exclude 
stations owned by network parent companies. The term “owned 
and operated” (O&O) stations will refer to the five outlets 
operated by each network company, or, in aggregate, to the 
fifteen associated stations. All earnings figures contained herein 
are before taxes. 


[3095] AMERICAN BROADCASTING 


Following is our estimated divisional breakdown of revenues 
and pretax profits for the American Broadcasting Companies, 
Inc. for the years 1963 through 1966, with projected results for 
1970. 


Estimated sources of gross revenues 


[Mn millions) 


Network TV... 
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Estimated sources of pretax profit 


Network TV isc ee osc o- os ocek caeesles 
0&0 TV... 
Other TV... 


+] 


Total TV... 
Total Radio. 
Theaters... 
All Other. 


tere Show 


Effective Tax Rate (percent). . ve 55. G0 


Net Income........... ° 1S 
Earnings Per Share. oe d 82. $3.30 
Adjusted EOY Shs. (000) 7 5 4, 630 


[3096] The profit breakdowns above fully allocate corporate 
overhead, using figures reported to the Federal Communica- 
tions Commission for network television, owned and operated 
television stations and radio. Since allocations are made arbi- 
trarily for the FCC these figures may not be directly compara- 
ble to those kept for internal purposes by ABC. Estimated 
1966 earnings of $4.25 assume strong economic conditions 
throughout the year and evening network television ratings 
continuing at their present level 10%-15% behind competition. 
A Nielsen rating represents the percent of the nation’s 53.8 
million television homes tuned into a program in an average 
minute, ie., a rating of 19.5 represents 19.5% of the nation’s 
television homes. Therefore, what the public does not under- 
stand is that a Nielsen rating reflects total population coverage 
as well as program popularity. Since ABC’s geographic cover- 
age is less than that of its competitors, it operates at a built-in 
5%-10% ratings disadvantage. Because network television 
and operation of television stations are the major areas of 
ABC's current operations and future potential, they are treated 
in detail in the remainder of this report. Brief comments on 
the company’s other operations follow. 

“Other TV” consists of film syndication, ABC International, 
which represents the largest American interests in and associa- 
tions with foreign television stations, and a national sales or- 
ganization for the company’s owned and operated television and 
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radio stations. In may respects these are support functions for 
television operations and should remain relatively minor 
factors. 

[3097] ABC operates one of the four national radio networks 
and owns six radio stations in major markets. The radio net- 
work ranks third in revenues and has been consistently un- 
profitable, with losses estimated at about $1.5 million. How- 
ever, station earnings have roughly offset the network loss in 
recent years. We expect increases in station earnings and some 
reduction of the network loss, resulting in better results from 
radio in the future. 

ABC operates the largest theater chain in the country, with 
some 420 units. The theater business is relatively stable and 
ABC has recently become more aggressive in adding new loca- 
tions, while pursuing its program of disposing of unprofitable 
units. Moreover, net earnings plus depreciation and cash from 
theater dispositions can be expected to exceed theater capital 
expenditures by about $5 million annually, which is available 
for other corporate purposes. We expect modest earnings 
growth from this source. “All Other” includes ABC-Paramount 
Records, two Florida scenic attractions, and three farm publi- 


cations. In aggregate, these activities do not constitute a sig- 
nificant portion of the company’s operations, nor are they ex- 
pected to in the foreseeable future. 


[3098] THE ECONOMICS OF NETWORK TELEVISION 


Television broadcasting is unique in American industry in 
that it enjoys regulated competition and free market pricing. 
As a practical matter the number of networks is limited to the 
present three by the fixed number of VHF station franchises 
(which cannot be increased for technical reasons) available in 
each market. Within the framework of three networks, supply 
is further limited by the number of available commercial pro- 
gram hours. Advertiser demand has increased due to the effec- 
tiveness of television as a selling medium combined with a 
growing economy. (The medium’s efficiency will be substan- 
tially enhanced with the advent of color, now in a sharp up- 
swing.) This has resulted in a constant increase in demand rela- 
tive to supply, causing sharply higher industry profitability 
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since the recession year of 1961. Continued anticipated in- 
creases in advertiser demand combined with the limited supply 
should result in higher prices over a relatively fixed cost base, 
with network earnings of ABC, CBS and NBC expected to rise 
from $60 million in 1964 to $150 million in 1970. 

Network companies are basically frozen at three by restricted 
market outlets; only 38% of American television homes are 
presently serviced by more than three VHF stations. While the 
UHF band theoretically allows a fourth network to compete, 
the inherent signal limitations of UHF stations and the result- 
ing unattractive economics make it unlikely that the UHF band 
will provide any solution to station scarcity in the intermediate 
future (Appendix A). Pay television faces the almost insur- 
mountable problem of [3099] high startup costs to build an 
audience; however, this audience can only be attracted through 
expensive programming competitive with that of free TV. We 
do not believe any of the proposed pay TV systems will be 
economic in the foreseeable future (Appendix B). 

The network places an advertiser’s message before the public 
through an interconnected group of stations (affiliates). Net- 
work affiliation is very profitable for stations since they are paid 
a share of network revenues (station compensation) without 
cost or risk to them. As an indication of importance, station 
owned station profits in 1964. Moreover, the substantial audi- 
compensation payments accounted for 68% of all non-network 
owned station profits in 1964. Moreover, the substantial audi- 
ences generated by costly network programming make possible 
better rates for adjacent spot commercials and enhancement 
of station controlled program time before and after network 
broadcasts. 

In markets with three or more outlets, each network has an 
affiliate. In markets where there are one or two stations, net- 
works share affiliates. The network acts as a national sales agent 
and provides the station with a comprehensive program service 
as well as bearing the cost of transmission through AT&T 
cables. 

In the last decade, network television has become a major na- 
tional advertising medium, accounting for 13% of total na- 
tional advertising expenditures. Television’s strength derives 
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from its unique ability to entertain nationwide audiences vis- 
ually in the home, and to sell this exposure to advertisers. At 
present, 92% of U.S. homes have television sets, close to a prac- 
tical maximum. The national television audience has increased 
[3100] about 2% annually in line with population growth, and 
the percentage of sets in use has remained static. However, 
multiple set homes have been increasing rapidly, and now stand 
at 21% of television households. Population trends toward a 
younger mix are quite favorable since younger people are more 
active television viewers. In addition, maturation of young 
adults brought up with the television habit may tend to in- 
crease total viewing over the years. On balance, we expect mod- 
est increases in the television audience. However, future net- 
work profitability will be determined by increasing advertiser 
desire to reach this audience, not by absolute audience growth. 
Between 1960 and 1964, television homes were up 10%, but 
network revenues were up 42%. 

We believe television is substantially underpriced relative to 
other advertising media when measured by the cost required 
to effect a consumer buying decision. Selling efficiency is evalu- 
ated by factors of both circulation (quantity) and impact 
(quality), neither of which are comparable between media. 
Considering television’s potential for reaching mass audiences 
and making a unique audio-visual impact, we believe it repre- 
sents a significantly better selling medium for most volume 
consumer products. Television is necessarily the primary 
merchandising vehicle for mass market, low unit cost, and 
repetitive branded products. These items, such as soap, foods 
and cigarettes, must be heavily presold as they are distributed 
through self-service outlets. Continuing emphasis on national 
brands and new product introduction are other factors in grow- 
ing advertiser demand for television. 

[3101] There is no statistical proof that television is under- 
priced. However, television advertising expenditures are grow- 
ing substantially faster than those of other media, indicating 
that advertisers are becoming increasingly convinced of tele- 
vision’s sales efficiency. Between 1960 and 1964, network 


755 


television advertising was up about 42%, while national non- 
television expenditures were up 13% (Appendix C). 

The fixed number of available prime broadcast hours and 
growing advertiser demand has resulted in higher prices and 
increasing profits. However, advertisers have enjoyed an in- 
crease in value received, as circulation has risen faster than 
prices. Network television prices are up 14% since 1960 while 
circulation has increased 20%, resulting in a 5% decline in 
network unit costs. 


Indices of cost per unit of exposure 
[1960= 100} 


Network TV Spot TV Newspapers Magazines Outdoor 


100 100 100 100 
101 102 105 104 
100 105 107 106 
103 107 106 
102 106 105 


These indices do not measure relative intermedia costs. 
Source: Printers’ Ink. 

Network profitability could increase substantially as adver- 
tiser awareness of low relative cost continues to result in higher 
prices. While there is no way to measure the extent of televi- 
sion’s relative underpricing, [3102] we believe there is room for 
substantial price growth. Since programming costs and operat- 
ing expenses are relatively fixed, revenue increases would have 
an extremely favorable effect on earnings. 

ABC's rise to competitive status during the late fifties oc- 
curred at a time when there was not enough business to support 
three networks, which resulted in sharp price cutting. Increased 
demand has corrected this situation and network profitability 
is now in sharp upswing. We expect this growth pattern to con- 
tinue cyclically. 

Color telecasting costs are currently being borne largely by 
the networks. However, we expect present color set saturation 
of 8% to reach roughly 25% by the fall of 1967, which would 
allow networks to recoup a major portion of color costs from 
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advertisers. Moreover, the enhanced selling efficiency of color 
for certain products could bring new classes of advertisers to the 
television medium. As color set saturation grows, a heavier por- 
tion of automobile, carpet and other soft goods advertising 
budgets should go to television, and there is at least a possibility 
that the major national retailing organizations (Sears Roebuck, 
Montgomery Ward, J. ©. Penney, F. W. Woolworth) will begin 
to use the medium. Thus, while color costs are hurting network 
profitability in the near term, color could be a major impetus to 
demand and profits in the latter part of this decade. 

Federal Communications Commission (FCC) authority over 
broadcasting stems from the requirement that station licenses 
be renewed every three years. While no other specific powers 
are granted, the agency has exercised progressively more influ- 
ence in relations among networks, advertisers, stations and pro- 
grammers. Congressional concern for the legislative prerogative 
is a partial balance to more FCC control, particularly since tele- 
vision is being used effectively for campaign and other political 
purposes. Legislative awareness of television is reinforced by an 
active and efficient broadcasting lobby. 

While much public attention has been attracted by FCC 
proposals to change industry practice, the fact is that no Com- 
mission action in the last decade has altered the basic economic 
structure of the network television business. Major FCC policy 
goals have been extension of competition and preservation of 
the local character of television (principally through UHF), 
decentralization of station ownership, and greater diversity 
and “quality” of programming. A major FCC action was a rul- 
ing against “option time” (a contractual arrangement whereby 
networks reserved time on local stations) which had no real 
impact because of the economic desirability to the stations of 
network programming and compensation. Recent FCC actions 
of consequence involve a proposed limitation of network con- 
trol of prime time entertainment programming to 55%-60% 
and a ruling that no owner of a VHF station in the top 50 
markets may acquire another VHF station in the top 50 with- 
out a full Commission hearing. There is increasing evidence 
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that the first proposal is being quietly sidetracked. The second 
ruling has never been tested, but in any event will have no im- 
pact on the network’s owned and operated stations. 

{3104] The FCC has no regulatory control over prices, and 
attempts to extend its authority in that direction have been 
sharply and decisively rejected by Congress. If network profita- 
bility over the next five years advances as anticipated, there 
will be renewed attempts by the FCC to regulate pricing. How- 
ever, the industry would enjoy a much higher base of profit- 
ability at that time, and such attempts would be strongly 
opposed. 

While the FCC's role as critic and overseer has received much 
publicity, the Commission has always maintained a strongly 
protective attitude toward the broadcast industry. This has 
been true in the case of pay television; we believe it will short- 
ly become so in the case of CATV, and may be an important 
factor in the potential problem of satellite broadcasting and in- 
creased access to markets. Although the technology of trans- 
mitting television signals by satellite appears close to reality, 
this would only affect the economic structure of the industry if 
such transmission were permitted to bypass the local station 
and be beamed directly into the home. However, it is our belief 
that the FCC, for both political and practical considerations, 
would not permit this to take place. Apart from possible over- 
riding international political complications, the entire thrust 
of the FCC has been to develop and promote the local char- 
acter of television, and objections from regional and local ad- 
vertisers are likely to be strong since direct transmission might 
freeze them out of the medium. Therefore, we believe that the 
Commission will fight to preserve the limited access to markets 
now provided by local stations which would in turn protect the 
three network system as it exists today. On balance the FCC’s 
bark will probably continue to be considerably worse than its 
bite, although a steady stream of publicity will be a fact of life 
in the television industry. 


758 


[3105] HISTORICAL REVIEW AND OUTLOOK 


Television network figures reported to the FCC for the five 
years ended 1964 with a projection for 1970 follow: 


[In millions] 
1960 1961 1962 1963 194 Projected 
1970 
Net Time Revenues. 
Program & Sundry Rev... 


Total Net Revenues. 


“Net Time Revenues” are after deducting advertising agency commissions. Some of the expense 
categories are partly estimated in order to get more meaningful breakdowns. 


The period 1960 through 1964 was characterized by increas- 
ing volume which consistently narrowed the margin between 
supply and demand to a point approaching a full three network 


economy. Three major factors in network economics have in- 
fluenced earnings since 1960. Television homes increased from 
49 million to about 52 million, which was accompanied by higher 
listed time rates. However, because of widening discounts, 
network realization from increased rates rose less rapidly. Net- 
work profitability was hampered by increased station compen- 
sation, which is paid on the basis of listed prices before dis- 
counts. Between 1960 and 1964, station compensation rose 32% 
to $214 million, whereas net time revenue increased only 20% 
to [3106] $479 million. Sharply expanded news and public 
service activity was another negative cost factor. Competition 
was aggravated by reduced growth in advertiser demand for 
network time during the 1960-61 recession. We believe future 
recessions will have a lesser impact on earnings than in 1961 
because the industry is operating at a much higher demand 
level relative to supply. However, there was a sharp recovery 
in demand during 1962, and continued economic expansion 
since that time is reflected in reduced competitive discounts 
and increased profits. 
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During the period under review, there was a continuing trend 
toward greater network control over programming, due in part 
to competitive factors and in part to the FCC’s insistence upon 
network responsibility for the integrity and content of pro- 
gramming after the quiz scandals of 1960. Network control of 
programming increased from 82% in 1960 to over 90% pres- 
ently, which, combined with lesser competitive discounting, re- 
sulted in an unusually high 73% increase in program revenues 
between 1960 and 1964. Program expenses rose at a lesser rate, 
with the result that the “program loss” was reduced in 1963 
and 1964 despite increased news expenditures and the non-re- 
curring factors of the Kennedy assassination coverage in 1963 
and the political conventions and election in 1964. We expect 
program losses to continue to narrow, although a substantial 
program loss for the three networks would appear to be in- 
herent as a public responsibility in consideration of a regulated 
franchise. 

The fixed investment required in the network business is rela- 
tively low as evidenced by our estimate that the total gross 
plant investment was about $120 million for the industry at the 
end of 1964. Moreover, once [3107] basic assets are acquired, 
additional expenditures are minor although a significant in- 
vestment in color facilities and equipment is now underway. 
For these reasons, once a network achieves meaningful profit- 
ability, the “free cash flow” that can be used for other purposes 
is substantial despite modest depreciation charges. Both CBS 
and NBC have felt the pressures of excess cash generation, but 
ABC has not yet achieved substantial network profitability. 
The major capital requirement in the industry is for program 
inventories, but these generally liquidate within a year. 

Assuming a good business year around 1970 and no change in 
the basic structure of the industry, a sharp increase in network 
profitability is anticipated from increasing demand on a fixed 
supply base. The 1965-1966 television season (September 1965 
to September 1966) has witnessed a substantial increase in de- 
mand with the result that there is close to enough business to 
fill all three networks. This is reflected in generally better pric- 
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ing for the industry, much of which flows through to pretax 
income. Projected three network results for 1970 follow: 


ee a EE ST NOT Ee ee LT 
Actual 1963 Actual 1964 Projected 1970 


Net Time Revenues. 
Sundry Revenues. 


Non-Program Revenues, 


Non-Program Expenses: 
Station Compensation. 


675 
(750) 
(75) 
* These figures are in a different format than the previous table in order to facilitate projection. For 
further detail on the 1970 projection see Appendix D. 

Total net revenues for the industry are expected to reach 
$1,350 million in 1970, up from $926 million in 1964, repre- 
senting a 6.5% compound growth rate, well below the 9.0% 
average of recent years. However, the relatively fixed nature 
of non-program expenses combined with a reduction in program 
losses should permit network profits to reach $150 million, up 
from $60 million in 1964, or a 16.5% compound growth rate. 

Any change in network compensation rates and payments. 
to stations would likely be in favor of networks, and would 
represent additional pretax profit to the networks. As an indi- 
cation of magnitude, [3109] a 5% reduction in compensation 
payments in 1964 would have meant an 18% ($11 million) 
increase in network profits. Also, any reduction in $40 million 
of cable charges by way of satellite transmission would accrue 
entirely to the networks. 


[3110] ABC NETWORK 


Despite anticipated continuance of ABC’s coverage disparity 
and assuming an average ratings year, we estimate the network 
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will show earnings of $17 million pretax in 1970 as compared 
with a 1965 profit of $2 million. However, an understanding of 
ABC’s basic industry position is required to evaluate these 
expectations. 

ABC’s position in network television is essentially defined by 
the fact that it is the third entry in a business where there are 
not enough station outlets to bring three network signals to all 
markets. ABC’s live coverage is limited to 93% of the country, 
as compared to 99% for CBS and 98% for NBC. ABC does not 
reach certain smaller markets, and many markets are reached 
only on a “delayed basis” where programs are shown out of 
prime hours, with a significantly lower audience potential. Also, 
since ABC’s affiliates are generally those that began operations 
last in a given market, they tend to have higher channel allo- 
cations, which frequently means poorer market coverage. ABC's 
lesser coverage is reflected in smaller program lineups and lower 
sales. In all, ABC’s 1964 network billings were 62% those of 
CBS and 76% those of NBC, whereas programming and admin- 
istrative expenses are roughly comparable. Profitability of the 
three networks is estimated as follows: 


(3111) 


These figures are estimates of results reported to the FCC. They are after arbitrary allocations of 
corporate overhead and may not be comparable to internal books. All estimates for ABC in this 
report are on this fully allocated basis, 

ABC earnings since 1960 have been helped by an increase in 
live coverage to 93% from 88%, and competitive audience rat- 
ings in 1961, which countered the recession. In 1962, a ratings 
deterioration was offset by a strong recovery in the economy 
and in network demand. The network loss in 1963 was a com- 
bination of precipitously bad ratings, costs of the Kennedy 
assassination and non-recurring program losses. Continuing 
poor ratings and costs of election coverage resulted in a loss 
again in 1964. 
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ABC has a highly leveraged opportunity to prosper as adver- 
tiser demand increases over a fixed base of supply, since margi- 
nal income is highly profitable. ABC will continue to be vul- 
nerable to changes in the economic climate or sharp reversals in 
ratings. However, attainment of projected ABC network profits 
of $17 million in 1970 does not assume or require fully competi- 
tive ratings or solution of the basic coverage disparity. [3112] 
By 1970, advertiser demand should be in very favorable bal- 
ance to the supply of available time, which will reflect in far 
better industry pricing. 

Since television networks sell circulation, the measurement of 
that circulation (ratings) has become an important factor in 
sales, Because of its limited facilities, ABC has historically been 
third in the evening national ratings, although wide variations 
have occurred: 


Percent ABC evening ratings to competition (Mon-Sun 6-11 PM) 
{October through April—by percent] 


Source: A. C. Nielsen—NTI. 


ABC made substantial progress in the 1960-61 season when 
it was in second place for the first time. However, 1961-62 
showed a sharp decline, followed by almost disastrous ratings 
in 1962-63. Improvement occurred the following year and cul- 
minated in 1964-65 when ABC’s audiences were only a fraction 
behind those of CBS and NBC. Ratings have declined in the 
current season and are now running 10%-15% behind those of 
the other networks in the evening. Because of smaller ABC 
coverage, any assumption of equal programming capability 
among the three networks means that ABC would be a modest 
third in ratings; with equal programming, ABC might capture 
31% of the total prime time audience. Any assumption of equal 
ratings assumes superior programming capability [3113] on the 
part of ABC. In looking ahead to 1970, we expect ABC to have 
somewhat lower ratings than its competitors in nighttime audi- 
ences. As long as the company is within striking distance of the 
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second network, it should have no difficulty maintaining price 
in the favorable economic climate that will be working at that 
time. In any event, we have assumed that by 1970 ABC can 
realize about 30% of projected industry nighttime revenues, up 
from 28% in 1964. 

The potentials for ABC in daytime are tremendous, both in 
terms of a better market share and the opportunity for higher 
prices relative to evening rates. ABC’s third network entry into 
daytime service is reflected in the network’s historic low Mon- 
day to Friday ratings, which are currently 60% behind CBS and 
30% behind NBC. While CBS has increased its total domina- 
tion of Monday to Friday daytime ratings, ABC has been clos- 
ing the gap on NBC despite the strong habit factors in daytime 
viewing. Moreover, we believe that daytime is substantially 
underpriced relative to nighttime television on a cost-per-thou- 
sand basis. This appears to have begun to be recognized by 
many advertisers as the demand for daytime has been extremely 
strong this year. Reflecting both price increases and extended 
network programming hours, daytime revenues for the indus- 
try have grown nearly three times as rapidly as nighttime reve- 
nues in recent years. From 1965 to 1970, we expect they will 
grow twice as fast as nighttime revenues. 

By 1970, we expect that ABC can achieve about 25% of day- 
time revenues, up from 20% in 1964. Combined with our esti- 
mated 30% of nighttime revenues, ABC would get about 
284% of total network [3114] revenues as compared with less 
than 26% in 1964. Expenses should be about 3114% of the 
combined total, with the result that ABC’s margins will con- 
tinue to be substantially lower than those of its competitors. 
However, as opposed to a $4 million loss in 1964 and a, $2 mil- 
lion estimated profit in 1965, we believe that the ABC network 
can be earning approximately $17 million before taxes in 1970 
on some $385 million of total net revenues. This would indicate 
pretax profit margins of about 4%-5%, with ABC getting about 
11%-12% of total network profits. While these may appear to 
be modest objectives, they are realistic in terms of ABC’s 
built-in coverage disadvantages and require only average pro- 
gramming success. 


278-719—67—AT 
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[3115] OWNED AND OPERATED STATION ECONOMICS 


The basic economic forces of regulated competition and free 
market pricing apply to network affiliated stations as well as 
networks, and in addition the station is paid to take network 
programming. Therefore, an affiliated station’s basic inventory 
is time, which has no cost and ties up no capital. The value of 
time varies directly in relation to the population within a 
market, since advertisers pay for the number of viewers 
reached. As a result, market, profitability in terms of margins 
and absolute dollars tends to increase directly with size, espe- 
cially where there are only three affiliated stations competing. 

In 1952, the FCC drew up a nationwide assignment of 591 
commercial VHF channels to correlate with population density 
and prevent signal conflict. Of these channels, 80% are already 
in use, with no more available in major and moderate sized. 
markets. Remaining allocations are located in underpopulated 
areas which cannot economically support stations. Therefore, 
no new VHF competition can enter any meaningful market. 

The nature of station competition is basically local in char- 
acter, since signals are limited to an effective range of 50-75 
miles. The limited nature of competition with a market is 
shown by the fact that only 8% of television markets have: 
more than three stations, 28% are three station markets, and 
64% are one or two station markets. Coverage factors within 
each market vary depending upon channel allocations, with 
higher [3116] channel frequencies often delivering poorer cov- 
erage, particularly in mountainous areas. In some cases, mar- 
kets may be close enough to cause some signal overlap, which 
has a divisive effect on audiences. Programming is a meaning- 
ful competitive factor within each market. During most prime 
daytime and evening hours, stations will accept network feed 
as the most economic and desirable means of building audi- 
ences. Therefore, station prosperity is partly dependent upon 
the quality of network feed, over which it has no control. Sta- 
tion management functions are essentially selling (promoting 
the market and attracting business to the individual station) 
and programming when network feed is not available during 
the late afternoon and late evening. An additional intangible 
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factor bearing on competitive position is partly tied in with 
local ownership (such as newspapers) and partly a matter of 
how long the station has been in service. 

Stations participate in national business through compensa- 
tion payments from networks, which are made essentially for 
use of the station’s access to a market. Also, network supplied 
programs attract much larger audiences which enables higher 
prices for commercials sold during program breaks, 

FCC figures for the 15 O&Os, together with our estimate for 
1970 are as follows: 


[3117] (In millions) 
19601961 1962 1963 1964 


National/ Regional Time Sales. .... « $100 $103, $115 $132 $163 $2 
Local Time Sales = 31 a» 38 42 48 Se 


131 133 1533 1%4 20 355 

Commissions. -. (25) (28) (33) (39) (67) 
125 M41 171 Bs 
% 35 a “4 


161 33: 


216 


(56) (66) (105) 

(5) (16) (18) (21) 
(27) (30) 
(3) (3) 


(95) (105) 


Protat Prolit. .......-.2.--neccecccnccccecccecese . $75 


Profit Excl. Network Comp-..---------.--..-... -- $39 


The protection for 1970 assumes {dew tical waits co the 15 O&Os in operation in 1964, For further detati 
‘on the 1970 projection see Appendix E. 

O&O pretax profit margins in 1964 were 45% as compared 
with 30% for all other stations. This is because all 15 O&Os 
are in the eleven largest markets and management is probably 
better as well. Most station generated time sales are from na- 
tional advertisers who choose to place commercials directly with 
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stations (spot), with the remaining income from local adver- 
tisers. Spot gives medium-sized advertisers major market tele- 
vision representation where network exposure might be too ex- 
pensive, and is particularly useful for regional advertisers. 
National advertisers [3118] use spot to supplement network 
coverage, particularly in connection with new product intro- 
duction. For these reasons, spot has grown more quickly than 
network advertising, with major markets growing faster than 
smaller ones. However, the most dynamic potential for station 
operators is local advertising. Local television advertising may 
be a neglected area since it accounts for only 7% of total local 
advertising, whereas spot and network together account for 
22% of total national advertising. 

Network compensation payments, against which there is no 
offsetting expense, contributed 39% of total O&O profits in 
1964, down from 48% in 1960. This reflects the rapid growth 
of spot and local business while compensation rose only mod- 
estly. Since the O&Os clear all network programs and hours 
programmed have not risen significantly, increase compensa- 
tion is importantly related to rate increases. The O&O “oper- 
ating profit margin” (excluding network compensation) rose 
from 27% in 1960 to 33% in 1964 and we expect it to reach 41% 
by 1970, as a result of continuing favorable demand imposed on 
limited supply. 

Once a station’s antenna and transmission facilities have 
been acquired, capital expenditures are very modest and rarely 
are as great as depreciation charges. Combined with limited 
inventory requirements and high profits, stations generate tre- 
mendous “free cash” that can be utilized for other corporate 
purposes. 


{3119] ABC OWNED AND OPERATED STATIONS 


We estimate that ABC’s O&Os will earn $40 million pretax 
in 1970 as compared with an estimated 1965 profit of $20 
million, despite continuation of daytime and late evening 
problems. = 

ABC’s five owned stations reach 27% of the national audi- 
ence through outlets in New York, Los Angeles, Chicago, 
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Detroit and San Francisco. They have generally had lower 
ratings than CBS and NBC competitors in these markets due 
to ABC’s weak daytime network position and a late evening 
squeeze where they are caught between NBC’s “Tonight Show” 
and CBS affiliates’ “Late Show” movies. In our opinion, the 
late evening programming problem is unlikely to be completely 
resolved since it will be difficult to find a differentiated program 
format. 

Historically, a major function of the ABC O&QOs has been 
to finance network operations through generation of “free 
cash” and to compensate network advertisers for lesser ABC 
network coverage. ABC’s total network card rates in its three 
top markets are 20% below those of CBS and 15% below that of 
NBC. ABC owned stations must bear this subsidy since inde- 
pendently owned affiliates must be compensated competitively. 
Only a moderate part of lesser O&O rates are due to smaller 
audiences, since ABC affiliates in other markets average card 
rates less than 5% lower than competition. 

Since compensation payments made to the ABC O&O sta- 
tions by the ABC network are lower than they would normally 
be for the reasons just discussed, profits of the five ABC O&Os 
are understated relative [3120] to those of CBS and NBC. 
This fact, combined with daytime and late evening problems, 
make ABC station profits roughly half as great as those of 
CBS and NBC, although all three station groups reach about 
the same percent of the national audience. 


[In millions} 


These figures are estimates of results reported to the FCC. They are after arbitrary allocations of 
corporate overhead and may not be comparable to corporate books. 
With solution of ABC’s network coverage problem not in 
prospect, station operations will continue to subsidize poor net- 
work coverage. In addition, we assume no basic resolution of 
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the late night programming problem and expect daytime rates 
to remain below those of competitors. However, the ABC 
O&Os should increase their share of total O&O revenues from 
about 24% in 1964 to over 27% in 1970 as a result of rapidly 
increasing demand for time in these markets. ABC's share of 
expenses should rise somewhat more moderately. As a result, 
the ABC O&Os should be able to earn about $40 million pretax 
or roughly 25% of total projected O&O pretax profits of $165 
million for 1970, as opposed to $18 million pretax and 19% 
of the total in 1964. 


(3121] MANAGEMENT 


ABC’s top management must be credited with the brilliant 
concept of utilizing the cash flow that had to be generated from 
theater dispositions under the terms of a Consent Decree to 
finance its network’s rise to major competitive status. What 
is frequently forgotten is that the Dumont Network failed at 
least partly because it lacked the financial resources to support 
early losses in network television, while CBS and NBC had 
substantial earnings from other operations. 

ABC is generally considered by the trade to have the most 
aggressive network sales organization, at least partly because 
it has the weakest product to sell. ABC has introduced some 
major programming innovations, partly dictated by its com- 
petitive position. Before 1956, CBS and NBC had simply ex- 
tended the concepts of radio programming to television in the 
absence of competitive pressure. ABC accelerated the trend to- 
ward filmed series programming because its coverage problem 
did not allow it to reach a large portion of the country on a 
live basis, and film was readily transportable for delayed broad- 
casts. In addition, ABC invented “counter-programming”, 
placing a completely unlike type of show in a time period 
against established shows in order to differentiate its program- 
mining to establish audience. Particular emphasis was made to 
attract younger, metropolitan viewers since ABC’s coverage 
handicap in rural areas was hopeless. 

Any judgment of management capability in selecting new 
program series is purely subjective. CBS has developed a strong 
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programming [3122] staff which oversees the creative execu- 
tion of shows it purchases for the network. Neither ABC nor 
NBC have developed this internal staff capability. On balance, 
ABC’s programming organization is probably as good, if not 
better than NBC’s, but both lag behind CBS. 

From direct contact and discussion in the trade, it is our im- 
pression that there is a relatively strong, younger middle man- 
agement executive tier at ABC at both the sales and program- 
ming levels which might function more effectively if given a 
freer hand in operating decisions. 

Contacts in the industry have indicated that theater manage- 
ment is relatively weak. This probably reflects the fact that this 
area is given little top management attention as its major fune- 
tion historically has been to provide cash flow for other parts 
of the business. 

On balance, the ABC management has probably done a better 
job than is generally recognized within the framework of the 
limitations imposed upon it by its industry position. 


[3123] Appenpix A 
UHF 


The UHF history reflects a ten-year FCC attempt to extend 
broader television service in smaller markets and promote more 
competition among stations and networks. Despite continuous 
regulatory incubation, UHF stations have been conspicuously 
unsuccessful in the aggregate and no single UHF station has 
ever earned as much as $300,000 before taxes. 


[Dollars in millions] 


UHF Revenues 

UHF Pretax Profit (Loss) 

Number UHF Stations in Operation .. 
Percent UHF Stations Profitable. 


Source: FCC; 


We expect the factors responsible for UHF failure to con- 
tinue for the next five years. UHF is not competitive with VHF 
principally because UHF signals can be adequately received 
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only 60% as far as VHF signals. The smaller UHF audience 
potential is reflected in lower prices comparable to VHF sta- 
tions, but program costs are the same and operating costs some- 
what higher. Therefore, UHF economics in a mixed market are 
extremely unpromising. Twelve small all UHF markets are 
hangovers from an unsuccessful FCC experiment in extension 
of the UHF band. A technical breakthrough is required to 
make UHF signals competitive in coverage with VHF. 

The ability to receive UHF signals does not in itself generate 
audiences. Audiences are attracted through competitive or su- 
perior [3124] programming to that available through network 
affiliation. Without support of network feed to deliver viewers 
and draw advertiser support, very few stations, UHF or VHF, 
can operate profitably. Buildup of UHF equipped sets is pro- 
ceeding under the All Channel Receiver Bill, effective in April, 
1964, and conversion, stimulated by heavy color set sales, will 
be reasonably rapid. At present, 21% of the national audience 
can receive UHF signals. 

New UHF outlets could have favorable implications for the 
networks, The establishment of additional stations in medium 
sized and large markets could give networks a wider choice of 
affiliation alternatives, with the possibility of substantially re- 
duced compensation payments. Network owned station earn- 
ings are somewhat protected since about 60% of profits come 
from New York and Los Angeles. These markets already have 
sufficient diversity of programming from a total of 13 VHF 
and three UHF commercial stations, and are not vulnerable to 
new competition. If the economics of UHF broadcasting im- 
prove, the networks could build or buy stations in two major 
markets. Since affiliation is no problem for the networks, VHF 
outlets could be profit contributors if technical and audience 
problems are overcome. 


[3125] . Aprenprx B 
PAY TELEVISION 


The success of pay television could end free television’s 
visual entertainment monopoly in the home and could severely 
hurt both networks and stations. However, we do not believe 
pay television will compete effectively in the foreseeable future. 
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The fundamental problem facing pay television is a classic 
“chicken and egg” situation. Expensive programming is needed 
to attract audiences, while large audiences are required to fi- 
nance programming. Capital and financing costs are additional 
significant overhead factors. For cable systems, the expense of 
installing facilities is enormous; it is unsupportable if the den- 
sity of subscribers is low. Over-the-air transmission could utilize 
existing stations although the cost of a home decoder and col- 
lection system could be substantial, especially if the public will 
not pay an installation fee. Free television had similar prob- 
lems in the late forties and early fifties, but network losses were 
supported by profits from radio, television stations and set man- 
ufacturing. Financing has been provided by the public, which 
bought $23 billion worth of receivers through 1963, while only 
$1--$2 billion was invested by station operators. CBS alone put 
$50 million in network television before the network turned 
profitable in 1953; in that period, there was no in-the-home 
competition as there is now for pay television. 

The enormous theoretical potential of pay television is based 
on the fact that even a moderate charge paid by a fraction of 
52 million television [3126] homes would generate tremendous 
revenues. We strongly believe that to be economic, pay televi- 
sion must appeal to the same mass audiences now reached by 
free television. Many proponents of pay television have pub- 
licly spoken of programming for “special interest” groups, but 
we believe that appeal to minority audiences will not generate 
sufficient income to make pay television economic, especially 
in the early stages. With a heavy operating overhead, the me- 
dium must be supported by mass circulation. 

The continuing prosperity of free television and the passage 
of time are working against pay television. As sponsorship in- 
creases, free television has been able to pay more for talent and 
programming. A classic example of this is the National Foot- 
ball League television rights which sold for $14.1 million per 
season for 1964 as compared with $4.7 million per season for 
1962. While pay television could easily afford $14.1 million 
with a large established circulation, such a sum would repre- 
sent an uneconomic program investment for a regional medium 
just getting started. 
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Other outlets may usurp programming that has historically 
been considered ideal for pay television. For example, closed 
circuit theater pay television may be the ultimate medium for 
major sporting events. Championship boxing has successfully 
used a theater hook-up, and the “Indianapolis 500” has been 
successfully shown in theaters. Theatre telecast of the Giant- 
Bears NFL championship game was a success. Entertainment 
specials, such as the recent presentation of the Beatles, could 
become another market. Home videotape recorders could elim- 
inate the specialty programming audience. [3127] Cultural and 
other subjects might be provided in pre-recorded videotapes 
which could be rented for home viewing. 

The political obstacles to pay television are immense. Popu- 
lar emotional feeling against paying for what is now free could 
become an active political force. Pay television operators might 
be forced to deal piecemeal for local cable rights and taxes, 
which could greatly complicate market coverage. Lobbying 
groups are well financed by competing parties such as theatre 
owners, and there is a huge vested proprietary interest in exist- 
ing television franchises (not the least of which is Congres- 
sional television ownership). Should pay television come closer 
toa meaningful reality, national advertisers might actively op- 
pose the potential loss of a primary selling medium. Also, it is 
quite possible that pay television will be placed under authority 
of the FCC, regardless of cable or over-the-air transmission, 
which would require the pay television owner to operate under a 
regulated franchise. The FCC has historically protected the in- 
terests of free television. Given the Commission’s ten year pol- 
icy of extending television service to more people, any attempt 
which could narrow audience potential by charging tolls might 
be actively contested. 

There have been two experimental pay television systems. 
The Paramount Telemeter venture in Toronto (cable transmis- 
sion) which reached fewer than 5,000 homes has been culmi- 
nated after an unprofitable and, in our opinion, unsucccessful 
history even in terms of expectations. The [3128] RKO-Zenith 
venture in Hartford (UHF transmission) has been quite un- 
profitable in its experimental stage but application has been 
made to the FCC for expansion of the system. Subscription 
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Television (TV) in California was the first full scale attempt 
at profit making pay television. We believe it would have failed 
even if a referendum had not legislated it out of business in its 
infancy. 


[3129] APPENDIX C 


National advertising expenditures 
[Dollars in millions) 


$765 
1,034 
1,025 


Total National Advertising 


Percent Network TV of Total... 


Total advertising expenditures 
(Dollars in millions} 


Total Advertising 


Percent Network TV of total 
Percent Spot TV of total. . 
Percent Local TV of total... 


Percent TV of Total... 


Television figures for 1960 through 1961 and 19€2 through 1964 are not completely comparable, 
Source: Printers’ Ink, 


774 


[3135] [Federal Communications Commission Exhibit. No. 
J-239; presented by Justice Department] 


Ford Motor Co. .. $35, 810, 000 
21, 304, 000 
5,039, 000 
4, 790, 000 
4, 709, 000 


2,906, 000 
E. I. DuPont. 2, 964, 000 


Doyle Dane & Bernbach . ... 2, 754, 000 
International Harvester C: 2, 450, 000 
Bache & Co., Inc. 2,341, 000 
Needham Harper & Steers, 2, 238, 000 
Phelps Dodge Copper Products Corp... 2,215, 000 
Raytheon Co. 1,779, 000 


1, 749, 000 
1,681, 000 
1,644, 000 


1,631, 000 

1, 446, 000 

1, 268, 000 

1, 232, 000 

Teletype Corp. 1, 218,000 
Fairchild Camera & Instrument Co- .. 1, 300, 000 
Foundation Co. of Canada, Ltd 1,199, 000 
Gulf Ol! Corp 1, 197,000 
Hewlett Packard Co. 1, 134, 000 
1, 120,000 


International Business Machines Corp. 
Gerald Metals, Inc. 

Simplex Wire & Cable Co. 

Watkins Johnson Co... 


American Telephone & Telegrap! 
Century Electric Co... 

Sewitch Leon & Sons... 
Bethlehem Steel Corp... 
Wagner Electric Corp. 


Jefferson Electric Co. 


Insurance. 

Lease & Purchase of Motor Vehicles. 

Relays, Capacitors, Semiconductors, Tung- 
sten; Multiplex Equipment, Tubes, Trans- 
formers, Motors, Lead Wire, Silicone Rub- 
ber Components. 

Tropo Radio Equipment. 

Chemicals, Paint, Nylon, Teflon, Rubber 


Copper. 

Telephone Multiplex Equipment, Tubes, 
Microwave Tubes. 

Copper and Brass. 

Telephone Service, Leased Lines, and TWX. 

Telephone Parts and Misc. Electronic Equip- 
ment, Royalties. 

Copper. 

Microwave Antennas and Amplifiers. 

Aluminired Steel Sheets. 

Office Rent. 

Teletype Equipment. 

Technical Data and Licenses. 

Construction Work. 

Petroleum Products. 

Electronic Test Instruments. 

Relays. 

Airline Services. 

Sheet Stcel Products, 

Aircrait. 

Semiconductors. 

Rental of Computers & Computer Service. 

Copper. 

Wire Drawing Machinery. 

Microwave Receivers. 

Motor Vehicles. 

Lease Lines. 

Electric Motors. 

General Construction. 

Steel Sheet Products. 

Electric Motors. 

Petroleam Products. 

Steel Sheet Products. 

Gold Plating Solutions. 

Copper & Brass. 

Capacitors. 

TV Picture tube bulbs, Delay Lines, & Glass 
Tube Parts. 

Iron Castings. 

Telephone Switching Equipment. 

Iron Castings. 

Iron Castings. 

Connectors. 

‘Transformers. 


West, Weir & Bartel, Inc. 

American Smelting & Refining 
William Brand Rex Div. 

Davis Polk Wardwell Sunderland & 


Whitney Blake Co... oe 

Baso Products Div. of Penn Controls, 
Inc, 

0.3. Gonzer.. 

H, Muehlstein. 

[3139] Continental Aviation...... 

Phillips Products Co. . 


Advertising. 

Metals & Copper. 

PVC Wire, 

Legal Services & Disbursements. 


Rental of Office Space. 

Electronic Test Equipment. 

Microwave Waveguides & Antennas. 

Tools & Dies. 

Business Forms. 

Radar Video Recorders & Technical Data & 
Licenses. 

Railway Signalling Equipment, 

Microwave Parts, 

Electronic Components. 

Copper Rolling. 

Grit. 

Telephone Parts, 

Electronic Parts—Klystrons. 

Anditing Fees and Disbursements, 

Aircraft Equipment. 

Microwave Equipment, 

Radio Receivers, 

Grit. 

Contracts, Platinum, & Gold Palladium 
Alloy. 

Non-Ferrous Metals. 

Tool Steel. 

Tools. 

Microwave Equipment. 

Iron Castings. 

Insulated Wire. 

Gas Regulators & Valves. 


Contract Manpower Services, 

Plastic Compounds. 

Microwave Cavities. 

Styrene & Acrylic Plastic Refractors, 
Tractor Spare Parts, 

Copper Tubing. 

Glass Parts, 

DME Beacons, DME & IFF Piece Parts, 
Coils & Transformers. 

Radio Instruments, 


Plastic Molded Parts. 
Electronic Radio Receivers. 
Vinyl Resin and Compounds and other 


Briggs and Stratton Corp... 
Acme Die Casting. 
Wheeling Steel Corp. 
Tektronix, Inc... 
Federated Purchases, Inc 
Cramer Esoo. 


Goodyear Tire & Rubber Co. 
Firestone Tire Co.--- 

Spectro] Electronics Corp 
Quaker Alloy Casting Co. 
Collins Radio. enna 
Industrial Microwave Corp.. 
15141] H. R. B. Singer, In 
Lear Siegler, Inc. 

Phillip Brothers Chemical, Inc. 


Plastic & Rubber Products Co. 
Lamtez, Inc. 

Baldwin Electronics, Inc 
Mansfield Tire Co. 

Victory Engineering Corp. 
Vector Design. .-------- 
Standard Kolisman Inc., Inc. 
Paper Manufacturers Co-- 
Kennecott Copper Co 
Powell Bros. - - ----- 

Marine Acoustical Service. 
Union Carbide Corp- 

[3142] Bristol Co.. 

Lau Blowers Co 
Kennemetal, Inc 

Karlon Mg. Co... 

Glagola M and Sons. 

Jobn A. Manning Paper Co. - 


Electronic Devices, Inc. .-- 
Rotron Mfg. Co., Inc 


Wayne George Corp-.- 
Electronic Manufacturing Co 
Reliable Electric Co. 


Dole Valve Co.---- 
Wabash Magnetics. 
Quality Screw 


Controls Co. of America Motor Div. 


Gasoline Engines. 

Die Castings. 

Sheet Steel Products. 

Electronic Test Equipment. 

Mise. Electrical Supplies. 

Misc. Electrical Components. 
Screw Machine Parts. 

Special Electronic Test Equipment. 
Tires. 

Tires. 

Potentiometers. 

Castings. 

Receivers & Multiplex Equipment. 
Microwave Equipment. 

Radio Receivers. 

Radio Receivers. 

Plastic Compounds. 

Lamps and Misc. Electrical Components. 
Printed Circuit Boards. 

Rubber Parts. 

Fiberglass. 

Encoders. 

Tires. 

Varistors and Themistors. 
Contract Manpower Service. 
Tuners. 

Communication Papers. 

Copper Products. 

Steel Beam Towers. 

Rental of Cable-Laying Vessel. 
Silicone Rubber and Polyethylene. 
Telemetry Services. 

Blower Wheels. 

Carbide Tools. 

High Speed Stampings. 

General Construction. 

Cable paper. 

Electron Tubes. 

Plastic Molded Parts. 
Semiconductors. 

Blowers & Fans. 

Petroleam Products. 

Rental of Computers. 

Resistors & Motor Controls. 
Encoders. 

Lead Wires & Small Metal Stamped Parts. 
Motors and Pole Line Accessories. 


Sheet Metal Assemblies. 

Air and Zone Valves. 

Coils. 

Screw Machine Products. 
Switches. 

Office Supplies. 

Digital Systems. 

Telephone Service & Leased Lines. 
Connectors. 

Wire Spooling & Handling Equipment. 
Steel Products. 

Mylar and Poly Caps. 


King Mfg, Co 

Dale Electronics, Inc 

Hughes Treiller Mfg. Co... 
Farnsw 

Monitor In tustries. 

Matd O Mist Corp... 

Xervos Corp. 

13144] Kappe Electronic Dist. 
Aduniral Controls 

Crouse Hinds, Ine. ...- 

Art Wire & Stamping, Inc. . 
Sylvania Electric Products Co. 


Sagertown Components, Inc... 
Mathias Klein & Sons, Inc. 
Volt Technical Co... 
Thompson Chemical. 
Newark Metal Products, Inc. 
R& R Tool & Die Corp. 
Hughes Aircraft Co. 
Minnesota Mining & Mig. Co. 
B. F. Goodrich Chemical Co. 
U.S. Postmaster (NYC) 


Industrial Engr. & Equipment Co. 


Coors Porcelain Co. 

Jones & Laughlin Steel Corp. 
Dickten & Masch Mfg. 
Southern California Stationers 
Custom Extrusion, Inc. 


Cornell Dubilier Electric Corp. 
Progress Electronics. 


Stamping and Plating of Parts; 

Electrical Components. 

Dip Brazing. 

Printing. 

Plastic Parts, Molds & Dies, 

Alr Valves, 

Rental of Equipment, 

Office Rent. 

Electrical Supply. 

Screw Machine Parts. 

Alrport Lighting Conducts. 

Precious Metal Wire. 

Diodes, Transistors, Tubes, & Printed 
Circuit Boards. 

Microwave Parts; 

Tools. 

Manuals. 

Plasticizers, PVC Resins 

Stamped Motal Parts. 

Tools and Dies. 

Radar Equipment. 

Instrumentation Tape. 

Vinyl Compounds. 

Postage. 

Electric Heating Elements; 

Ceramic Parts & Bonding; 

Stool Products. 

Plastic Molded Parts. 

Office Supplies. 

Extrusions. 

Pipeline Acgessories. 

Brass Castings. 

Tools-Turret, 

Heat Exchangers. 

Copper. 

Metal-Stamped Parts. 

Reproduction of Drawings; 


Aluminum die cast ingot. 
Steel. 

TV Focus Guns. 
Advertising, 

Battery chargers, Tone & Ring. Gen. 
Copper Wire, 
Machine Tools, 
Transformors. 
Machine Parts. 
Radio Transmitters. 
Iron Castings, 
Power Suppliers, 
Blowor Fans. 
Synthetic Rubber, 
Airline Services. 
Aluminum Productss 
Welded Modules, 
Punch Press Partsy 
Steel Products. 

Metal Alloys. 
Distributor Items, 
Rope. 

Cable Towers. 


The National Telephone Supply Co... 
Broyles, Allebugh & Davis... 


Wire Drawing Equipment. 
Screw Machine Parts. 

Copper Tubing. 

Molded Plastic Parts, 

Synthetic Rubber. 

Silver Alloys, Brass. 

Machine Shop Work. 

Office Equipment. 

Plastic Molded Parts. 
Microwave Wave Guides. 
Packing and Seals. 

Screw Machine Products. 

Silver Plating Solutions. 
Chemicals. 

Power. 

Cathode Ray Tube Equipment. 
Publications. 

Switches. 

Molded Nylon. 

Micropress Sleeves. 

Advertising. 

Plastic Molded Parts. 

Magnets. 

Microwave Towers and Transmission Towers 
General Construction. 

Battery Charges and Ring Gen. 


Ctrentt Breakers & Magnetic Amplifiers. 
Instruments, Gears. 

Technological Products. 

Transformers. 

Machined Parts. 

Drafting Supplies & Surveying Equipment.. 
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[3220] [Federal Communications Commission Exhibit No. 
J-241; presented by Justice Department] 


* * 2 * * * * 


ABC INTERNATIONAL TELEVISION, INnc., 


New York, N.Y., February 4, 1966. 
Gen. James R. McNrrt, 
ITT World Communications 
67 Broad Street, New York, N.Y. 

Dear Gen. McNrrr: With reference to our telephone con- 
versation today, this will confirm that I would like to have you 
meet with Roone Arledge, President of ABC Sports Programs, 
Inc., on Friday, February 11, at your convenience. 

Confidentially, the purpose of this meeting would be to deter- 
mine the possibilities of using portable ground station equip- 
ment in Mexico at the time of the 1968 Summer Olympics. 
A call to my office to confirm time and place will be relayed to 
Mr. Arledge. 

If I am not back in New York in time for your Friday meet- 
ing with Mr. Arledge, I would like to alTange a meeting with 
you upon my return to discuss the usage of portable ground 
station equipment in Colombia. As I indicated to you, we were 
advised while in Colombia that negotiations regarding the ex- 
tension of the Panama marine cable to Barranquilla had col- 
lapsed. No reason was given. It was because of this that we 
felt it desirable to pursue the portable ground station possi- 
bility as 2 device whereby, through our association, you would 
still be able to maintain a position relative to the expansion of 
communication facilities with Colombia. 

I must say that the arrangements that we have worked out 
with Minister Riesco would appear to provide an excellent op- 
portunity to become further entrenched in the communications 
field in Colombia. 

Sincerely, 
Donat W. Corte. 
278-719-6748 
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{3221] [Federal Communications Commission Exhibit No. 
J-242; presented by Justice Department] 


ABC INTERNATIONAL TELEVISION, INc., 
New York, N.Y., February 16, 1966. 


Gen. James R. MeNrrv, 
ITT World Communications, 
67 Broad Street, 

New York, N.Y. 

Dear Gen. McNitr: Pursuing your suggestion as put forth 
at our luncheon of December 17 and with reference to my letter 
of February 4, we would appreciate a quotation from your 
company as to what it would cost to install and lease a portable 
ground station in the environs of Bogota, Colombia, capable of 
transmitting a television signal to the United States. 

Would you please quote on the basis of two weeks, one month, 
and two months’ actual usage. The period involved would be 
June-July 1966. 

We feel certain you realize the significance of these trans- 
missions. Obviously, ITT could enjoy considerable benefits by 


making this project possible. Your answer will be appreciated 
before the end of February. 
With best wishes. 
Sincerely, 


Donatp W. Corte. 


oa * * * * 


[3227] [Federal Communications Commission Exhibit No. 
J-247; presented by Justice Department] 


May 4, 1966. 


Mr. Donaup W. Cor.e, 
President, ABC International Television, Inc., 
1330 Avenue of the Americas, New York, N.Y. 

Dear Don: As I mentioned to you over the telephone, I am 
transmitting herewith copies of correspondence with respect to 
the possibility of TV activity in Angola and Mozambique. 

May I suggest that your further activity in this field be co- 
ordinated through our European Headquarters and more par- 
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ticularly with Tim Dunleavy, and Tony Fernandes who heads 
up our operations in Lisbon. 

In view of the fact that there may be a public relations prob- 
lem it may be wise for any acquisitions to be made through our 
Portuguese company, or a subsidiary. This is important also 
because we would hope to get a tie in with the television 
receivers. 

The latest information we have is that AID guarantees for 
convertibility, expropriation and war risk are available to 
Angola and Mozambique. 

Best regards, 

Sincerely, 
Hart Perry. 


[3228] Aprin 25, 1966. 
Memorandum to Mr. Perry. 

Hart: This is the Mozambique-Angola story. 

I would recommend that we work through Tony and con- 
sider even that any acquisitions we make be through our Por- 
tuguese company since this will tend to focalize any public rela- 
tions into that area as a local decision of a Portugese Company. 


H. 8. Genren. 
(8229] Re: Specific risk AID guarantees (convertibility, ex- 
propriation and war risk) are available for Angola and 
Mozambique. 
To: Mr. Perry. 
This is an on again off again situation and AID reopened 
these 2 countries three days ago. 
LCH. 
[3230] Aprin 15, 1966. 
To: Mr. Perry. 
Hart: Can we get AID guarantees on investments made ir 
Angola and Mozambique? 
H. 8. Geneen. 
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[3231] [Federal Communications Commission Exhibit No. 
J-248; presented by Justice Department] 


Sranparp TeLsPHonss & Cazizs, Lrp., 
London, April 5, 1966. 
Mr. H.S. GENEEN, 
President, International Telephone & Telegraph Corpn., 
320 Park Avenue, New York, N.Y.,US.A. 

Dear Mr. GeNEEN: Confirming our telephone conversation 
relative to ABC’s opportunity in Africa, I feel there is a good 
opportunity immediately for ABC to erect and have a pro- 
gramming contract for TV stations in Lourenco Marques and 
Luanda. As both of these are in Portuguese territory, we are not 
sure how far the Portuguese company’s franchise extends, but 
I am sure that if we got approval of the local officials and then 
attempted to work with the Portuguese TV authorities in Lis- 
bon, we would be in a good negotiating position. 

Should we be able to sponsor or cause the TV stations to be 
erected in these two places, there is a possibility that the local 
authorities would give us a monopoly on TV sets for 3 to 5 
years. These sets could be made by Tony Fernandes in Lisbon. 

In South Africa it is very possible that TV may be intro- 
duced in late 1968. We are quite friendly with the Chairman 
and Managing Director of the South African Broadcasting 
Company. He may be interested in working with ABC asa con- 
sultant and to furnish programmes, or possibly in the operating 
area. 

I am sure that the South African Broadcasting Company is 

sophisticated enough that I would be unable to handle any 

negotiations for them, but should ABC be interested, we could 

see that they received maximum consideration in South Africa. 
Yours sincerely, 


[8232] Aprit 7, 1966. 


To: Dunleavy Intel Brussels. 
From: Geneen. 

Tru: Rex has got some interesting ideas about TV stations 
in Luanda, Angola, and Lourenco Marquis, Mozambique. 
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Would you undertake to get him together with Tony Fernan- 
dez to figure out the best approach to the problems of obtain- 
ing minority positions and contracts to supply programs? Also 
if they are interested, what we can do to help with the con- 
struction, financing, etc., of the physical facilities. As apart 
from the broadcasting end of this, this would open the market 
for television receivers which I think Tony would be in a pre- 
ferred position to supply from Portugal. Obviously this will 
require governmental approval and harmonious intergration 
with the various bureaus in Lisbon as well as the local situa- 
tion. This is Rex’s idea but I think it is going to need implemen- 
tation from both ends and I would appreciate your undertaking 
& review of the problem and letting us have a prompt report 
on what the prospects are and how we should go about it. In 
addition check out with Tony the possibility of other locations 
is they are desirable. Also suggest Rex check into the broad- 
casting situation in Tunis on his trip this week. 

GENEEN, 
[3233] Aprit 8, 1966. 


To: Mr. H. S. Geneen—Inteleo NY 
From: Dunleavy ITTE Brussels 

Re your 4284D on TV stations in Angola and Mozambique, 
I talked to Tony Fernandez and Tony confirms that this is the 
opportune time to talk with the Government on the possibly 
of a participation in two stations in Angola; namely, Luanda 
and Nova Lisboa and Lourenco Marques and Beira in Mozam- 
bique. He is also thinking about a station in Portuguese Guinea. 

Tony is preparing a complete program that he plans to mail 
direct to you on Monday with copies to Grey and myself. In 
addition, we are planning to have Rex and Tony get together 
next week in Lisbon to work the details out and possibly go 
on to Angola and Mozambique if necessary. In our talks we 
covered construction, financing, and Tony has some ideas on the 
manufacture and distribution of TV receivers and is putting all 
this into the letter mentioned above. 

Contacted Grey and he plans to review broadcasting in Tunis 
a8 you suggested. : 

Regards, 


Dun .eavy. 
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[3234] [Federal Communications Exhibit No. J-249; pre- 
sented by Justice Department] 


SYSTEM CONFIDENTIAL 


Sranparp Execrrica S.A.K-E., 
Apri 10th, 1966. 
Mr. F. J. DUNLEAvy, 
President, ITT Europe, Inc., 
11, Boulevard de VEmpereur, Brussels 1, Belgium 

Dear Mr. Dunueavy: This is in reference to our telephone 
conversation last Friday, 8th, concerning the possibility of set- 
ting up television broadcasting in the Portuguese Territories 
of Africa. This matter was discussed briefly during the visit 
made by Mr. Rex Grey and I to Angola and Mozambique, at 
the end of last February. 

As you are aware, the television broadcasting in metropolitan 
Portugal is handled, on a concession basis, by “Radio Televisao 
Portuguesa”, a joint stock company owned partially by the 
State but operating under a close government control. R.T.P. 
also has the rights for the concession to operate in all other 
Portuguese Territories but, so far, has not used these rights. 
I therefore felt that I should discuss with the President of 
R.T.P. (a personal friend of ours, Dr. Luis de Ataide) the 
prospects of establishing television in Angola and Mozambique 
and find out the views and the intentions of R.T-P. in this area. 
For this purpose, Luis Pedreira (our General Counsel) and I 
had a long conversation with Dr. Luis de Ataide, yesterday 
morning, and the outcome of our discussions, together with my 
views on the subject, are summarized below. 


There is a great interest, from the local people and 
the local government standpoints, in setting-up tele- 
vision broadeasting services in three or four towns in 
Angola (Luanda, Lobito-Benguela, Nova Lisboa, and 
possibly S& da Bandeira) and in two or three towns in 
Mosambique (Lourenco Marques, Beira, and possibly 
Nampula). 

So far, the economic studies made by R.T.P. have 
shown that it is not possible to operate television sta- 
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tions in these towns, without a subsidy from the gov- 
ernment, because the estimated revenue resulting from 
commercial advertising and from licenses paid by owners 
of TV sets is considered insufficient to cover the operat- 
ing expenses. 

[3235] Just to give an order of magnitude of the figures in- 
volved, R.T.P. estimate that a TV station as, for in- 
stance, in Lourencgo Marques, will require an initial in- 
vestment of about Dollars 500,000 and will have yearly 
operating expenses of the same order. 

The attitude of the central government in Lisbon 
and of the local governments in Angola and Mozam- 
bique has been against granting a subsidy for TV 
broadcasting and this attitude is likely to be main- 
tained. 

R.T.P. is willing to relinquish their concession rights 
in Angola and Mozambique, so that these rights can be 
passed on to other organizations. Local companies could 
therefore be formed in Angola and Mozambique and it 
seems logical that the ownership of such companies 
could be shared by (a) the local government, (b) local 
radio broadcasting organizations, (c) R.T.P., (d) one 
or more commercial organizations such as ourselves, and 
(e) local interests. . 

The President of R.T.P. is of the opinion that both 
the central and the local governments would prefer that 
any ITT participation in the ownership of such com- 
panies were made through a Portuguese company such 
as SE Lisbon. 

As far as we know, no one has yet thought of tying-up 
the concession for a TV broadcasting service with some 
kind of exclusive rights for the sale of TV sets. I believe 
however that this could be obtained indirectly by ban- 
ning or very heavily taxing the importation of foreign 
made sets into Angola and Mozambique. On the other 
hand, sets made in Portugal would be imported without 
duties. At present, only our company is making TV sets 
in Portugal; Grundig has been granted a license for 
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radios and TV sets (mainly for export to foreign coun- 
tries) but they are only making radios for the time 
being. 

In what concerns the TV programs for the Angola and 
Mozambique stations, the President of R.T.P. takes the 
view that these will have to be mainly in Portuguese 
(films do not have to be dubbed but need sub-titles in 
Portuguese) and have to consist mainly of “canned pro- 
grams” sent from Lisbon, by airfreight. 

To assist us in making a complete study of the prob- 
lem, R.T.P. is willing to let us have the figures and in- 
formation which have been collected during the last few 
years, not only for the Portuguese territories in Africa 
but also for metropolitan Portugal. No doubt, however, 
these figures will have to be supplemented by further 
analysis and fact finding and we in SE Lisbon will be 
glad to participate in this to the extent required. 

[3236] We understand that other foreign organizations have 
recently expressed a great interest in this matter and I 
feel that if we are going to move into this area, we should 
do so without delay. 


In accordance with our telephone conversations, I will now 
approach the Minister of Overseas, on a personal basis, and seek 
his views and advice in this matter. I also feel that we should 
write, as early as possible, to the Governors of Angola and 
Mozambique expressing our position but, for this purpose, I 
must receive directives from Headquarters. 

Perhaps I should also mention that we have also reviewed 
with Dr. Luis de Ataide the prospects of installing TV stations 
on Portuguese territories other than Angola and Mozambique 
and he told us that by the end of the current year a new station 
will be operating in Funchal (Madeira Island) and three new 
stations will be installed during 1967 in Ponta Delgada, Horta 
and Angra (in the Azores archipelago) ; these stations will be 
operated directly by R.T.P. and will use essentially “canned 
programs” sent by air from Lisbon. In other overseas territories 
such as Portuguese Guinea, Cape Verde Islands, S. Thomas 
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Island, Macau and Timor, the prospects of installing TV broad- 
casting are very remote. 
With kindest regards, 
Yours sincerely, 
A. A. DE CARVALHO FERNANDES, 
Managing Director. 
* s se 


s = * s 


[Federal Communications Commission Exhibit No. J-251; 
presented by Justice Department] 


[32388] InTerNationaL TeLePHONE & TELEGRAPH 
Corp., INTERNATIONAL HEADQUARTERS, 
January 3, 1966. 
To: Mr. Hart Perry. 
From: Robert H. Kenmore. 
Subject: ABC International. 

Based on the attached news story, Cooke called me late last 
week to see if a meeting could be set up with Don Coyle to dis- 
cuss a possible joint venture in South Vietnam. I gathered from 
him that Mr. Geneen had asked Gary to do this. 

As a result, I called Coyle and determined that he had been 
in Vietnam in February, 1965, and felt at that time that the 
deal would be too big for them to handle in terms of the re- 
quired investment involved. He would be delighted to talk to 
our people about a potential joint approach and will be coming 
here this Friday, January 7, at 2:30 to meet with Andlinger. 


[Federal Communications Commission Exhibit No. J-255 ; 
presented by Justice Department] 


[3247] RESPONSE TO PARAGRAPH 8 


During 1965 and 1966, both the Puerto Rico Telephone Com- 
pany (Ricotel) and the Virgin Islands Telephone Company 
(Vitelco) purchased from ITT Caribbean Manufacturing Inc. 
(CM)? and from its subsidiary, ITT Caribbean Sales & Service 


*It should be noted that the Public Service Commission of Puerto Rico, in 
furtherance of the Industrial Development Program, issued an order author- 
izing Ricotel to purchase from CM without securing competitive bids other- 
wise required by orders of the Commission. 


(P. R.) Inc., approximately 98% of the telephone equipment, 
materials and supplies bought by those telephone companies. 
CM was established in 1962 under the provisions of the Indus- 
trial Development Program of the Commonwealth of Puerto 
Rico and engages in manufacture of telephone equipment in 
Puerto Rico which it supplies to Ricotel and Vitelco, as well as 
acting as a purchasing agent for these companies for products 
which CM does not manufacture. These purchases included 
products of the kind manufactured by ITT System companies, 
but which were manufactured by other companies. 

‘A review of invoices over the two years was made by the CM 
controller’s staff to determine the major items manufactured by 
ITT companies purchased for these companies by CM from 
other companies. The total for the two years of these major 
items, principally microwave purchased from General Tele- 
phone & Electronics, was $568,434 of a total of all purchases by 
these telephone companies from CM of $7,766,668, or approxi- 
mately 7.3%. It is further estimated that the purchase of other 
supplies such as wire and cable of types manufactured by ITT, 
but purchased from others, totaled $200,000, or an additional 
2.5%. 


[Federal Communications Commission Exhibit No. J-256; 
presented by Justice Department] 


[3248] INTERNATIONAL TELEPHONE & 
TELEGRAPH CorP., 
INTERNATIONAL HEADQUARTERS, 
August 24, 1966. 
To: Mr. A. E. Cookson. 
From: E. E. Benham. 
Subject: ABC. 

During the past two weeks I have had several meetings with 
various ABC engineering and operations personnel. These have 
included inspection tours of most of their New York and New 
Jersey technical facilities. The purpose of these was to deter- 
mine the present condition to help in the evaluation of poten- 
tial future requirements. Arrangements have been made to 
meet with Jules Barnathan, Vice President of Engineering and 
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Operations, to inspect the West Coast facilities of ABC during 
this next week. A complete report on the facilities status will 
be submitted to you in the near future. 

Si Siegel seems to be anxious for ITT to complete a facilities 
evaluation to confirm cost projections which were apparently 
made by ABC during the negotiations. I have attached an 8 
year summary of the capital equipment and facilities request 
which shows the amount spent in the various locations, From 
what I have learned to date, it appears that the 67-68 expendi- 
tures will be considerably over those of the 65-66 period. The 
requirements for facilities improvement and additions will de- 
pend on such things as the emphasis placed on sporting and 
news events, the Federal Communications Commission’s poli- 
cies regarding local station vs. network program origination, 
and the extent to which live production is used in place of film. 
Each of these is currently being analyzed for their effect, 

There is some internal disagreement at ABC regarding the 
present so-called master plan of expansion. This might be an 
area where our firm guidance can be of value to the future of 
ABC. 

On the satellite project, I have read my way through several 
feet of papers and reports furnished by Miss Clark and have a 
fair picture as to the business and political ramifications, I have 
also concentrated on analyzing the MESA report along with 
others and feel I am beginning to understand some of the tech- 
nical problems, With television broadcasting becoming directly 
involved in the satellite program, the public will have a greater 
interest in it. This may cause the politicians to take a more 
active interest and could accelerate some of the clarifications 
required from the FCC and Congress. 


[3249] [Federal Communications Commission Exhibit No. 
J-257; presented by Justice Department] 


JaNuaRy 13, 1967. 
Memorandum for Messrs. A. E. Cookson, S. S. Flaschen. 
Subject: Meeting with R. Kenmore in re ABC. 
I had a luncheon meeting with Bob Kenmore on January 
13 at his request to discuss some of the general and financial 
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circumstances surrounding the ABC merger. I presented him 
with the attached list of ABC projects which is a shghtly up- 
dated and revised format of the earlier two-year projection. 
This list represents a total of expenses of $50 million. 

Bob indicated that he and Mr. Geneen had had several dis- 
cussions regarding the methods of financing, however had not 
as yet arrived at any actual conclusion. We were working on 
a facilities plan and schedule which would provide a reason- 
ably good indication of the cash flow requirements for bring- 
ing the ABC plant up to full color and into a competitive posi- 
tion with the other networks. I will be attending a series of 
meetings throughout the country with the ABC Engineering 
and Operations Vice President, Mr. Jules Barnathan, finaliz- 
ing the details of the network and station facilities require- 
ments. We hope that by the first joint ITT/ABC Board Meet- 
ing a complete plan will be available for their review. 

E. E. BENHAM. 


[3274] [Federal Communications Commission Exhibit No. 
J-260; presented by Justice Department] 


INTERNATIONAL TELEPHONE AND TELEGRAPH 
CorporATION, INTERNATIONAL HEADQUARTERS, 
February 10, 1967. 
To: Mr. S. Bohon, Legal Department 
From: John F. McLane 
Subject: Paragraph 9—Department of Justice Letter of Feb- 
ruary 3, 1967 

Since a complete detailed “tabulation of the 300 most im- 
portant domestic U.S. suppliers of goods and services to ITT 
in 1966” would take at least two months of time and effort, 
we have endeavored to accomplish a spot check of our major 
purchases by telephone calls to several of our purchasing 
locations. 

This survey merely substantiated the statement made ac- 
companying the previous list of suppliers for 1965. The state- 
ment was “that the principal suppliers . . . during 1966 will 
be substantially the same concerns . . . with the possible ex- 
ception of vendors and subcontractors of specialized equipment 
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or services required for compietion of special government con- 
tract work, construction contracts, ... of a nonrecurring 
nature.” 
For example, 1966 purchases from some of the major sup- 
pliers, appear to be approximately as follows: 
Sereat $26, 000, 000 


In the main, any fluctuations, up or down, in purchasing vol- 
ume with a particular vendor, are caused by the volume of 
requirements of the purchasing location due to production 
schedules based on actual and forecasted sales by that particular 
location. 

The purchasing manager at any location is responsible for 
procuring goods and services at the lowest possible total cost of 
usable products. 

Joun F. McLang, 
Corporate Purchasing Department. 


[8276] [Federal Communications Commission Exhibit No. 
J-261; presented by Justice Department] 
Twenty-three Documents Introduced in Evidence or Re- 
ceived by the Department of Justice from ITT in Connection 
with Litigation in Commercial Cable Co. v.. United States, Ct. 
Claims No. 213-60, Lettered (a) through (w). 


* * * 
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(i) 

From PR, London, to EVP, New York, Nov. 3, 1954. 
[3293] 489 Had meeting with Harold MacMillan Minister of 
Defence Tuesday, 20 minutes of which were devoted to briefing 
him on Deep Freeze with full representations of JCS position, 
CandW support, expenditure of 17,000,000 dollars in UK, adop- 
tion of BPO repeater technique, etc. Half way thru our meeting 
he dictated memo to permanent Secretary of his Ministry, ad- 
vising of his relationship with me during war, my present posi- 
tion, the cost and route of Deep Freeze and the JCS support 
saying that he understood our application had been pending for 
some time before HMB and was of interest to BPO, CandW 
and his Ministry. He suggested that he be informed soonest 
where the matter stood. 

I informed Mr. MacMillan that I had heard that becos of 
possible divergence of opinion between BPO and CandW, BPO 
might refer to PM and I asked for an opportunity to be heard 
at highest level if there should be possibility of a negative or re- 
strictive decision. 

Comment—We feel that. MacMillan’s interest will speed up 
JCFB action on JCS paper and probably will get quick action 
also at BPO, at the same time probably giving CandW a chance 
to be heard by Ministry of Defence without “censorship” by 
BPO. I really feel much good was accomplished becos of Mac- 
Millan’s strong position in Government. 

I propose to advise Radley on Friday that I am leaving 
for Copenhagen. May return here before proceeding Reykjavik 
but this will depend on developments. Please advise General 
Harrison and Nesbitt. KRS. 

Forest L. Henderson, EVP—PR, London, November 25, 1954 
[3303] Ovtcornc MESSAGE 

804 Have just had phone conversation with M artin Montreal. 
He had just finished talking with our counsel who had received 
call from Pearson Minister of External Affairs Thursday p.m. 
who requests we keep following information completely confi- 
dential. He advised that his department had received a note 
from the Canadian High Commissioner’s office in London to the 
effect that the United Kingdom was opposing our application 
at this time and that it might be desirable for Canada to hold 
off making an immediate decision pending further exchanges 
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between the two governments. In addition he told our counsel 
that NATO was now involved and that various countries within 
NATO were going to consider it. He said it was not too clear 
as to how NATO came into picture and he was going to look 
into that. If NATO gets into picture am informed could add 
considerable to delay. Martin called Bryce (see my 420) Thurs- 
day p.m. after receiving this information and explained situa- 
tion to him outlining Pearson’s conversation to our counsel and 
pointing out fact that we had been promised a reply soon on 
our application by Canadian Government. Bryce replied that 
he was going to consult immediately with the various ministries 
involved and would give Martin a report today Friday which 
Martin is going to relay to me. This report from Bryce will also 
be strictly confidential but it will help us to know the lay of the 
land and guide us in making further plans and decisions. We 
feel that it is high time for our State Department to step into 
this picture with a strong message to the FU’s of all 
countries * * * 


[38362] [Federal Communications Commission Exhibit No. 
J-262; presented by Justice Department] 


Impact or ITT’s TecHNIcAL CAPABILITIES ON THE 
PerFoRMANCE oF UHF TV System 


; A. E. Cookson—9/16/66 
1. It is theoretically possible to get identical performance at 
the TV viewers set between TV transmission systems working 
in the low VHF band, the high VH¥ band, and in the UHF 
band. 
Listed below are the characteristics of typical low and high 
band VHF stations and a UHF station which would have the 
same theoretical coverage. 


Low Band VHF: Channels 2-6, 56-88 Mc. 100 KW Ef- 
fective Radiated Power. 

High Band VHF: Channels 7-13, 174-216 MCPS. 316 

KW Effective Radiated Power. 

UHF: Channels 14-83, 460-890 MCPS. 5,000 KW Ef- 
fective Radiated Power. 

The effective radiated power is a single factor which repre- 

sents a combination of the power of the transmitter, the loss in 

the antenna feeders, and the gain of the transmitting antenna. 
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For the purposes of this presentation, the height of the trans- 
mitting antenna has not been brought into the picture. 

Because of practical limitation in transmitter power at UHF, 
it is necessary to use much higher gain antennas on the UHF 
system. 

2. The implication of Item 1 above is that theoretically with 
these three transmitters and equivalent height antennas, you 
would get the same picture quality (30 db signal to noise ratio— 
which is the threshhold where the lay viewer sees noise in his 
picture) assuming that you have equivalent performance of 
the home receiving system for all of these three bands. 

3. In practice for reasons that will be amplified in later sec- 
tions of this report, it is considerably more costly to get the 
equivalent coverage with the UHF station as with the VHF 
station. In fact, due chiefly to problems with the home receiving 
equipment, at present you really do not get the same viewer 
coverage. 

[3363] The present number of UHF and VHF affiliates for 
the three major networks is given in the following table: 


VHF UHF 


In order to get the same total basic affiliate coverage, ABC 
must expand by approximately 65 more affiliates and these 
must be mainly UHF as essentially all the VHF channels are 
taken in the applicable markets. 

Thus, in the long run, ABC must depend on UHF stations 
toa much larger extent than CBS and NBC. 

5. The reasons that it is more difficult for a UHF station to 
obtain the same coverage (audience) as a VHF station are as 
follows: 

a. The transmitting plant for the UHF station, in order to 
get the much higher effective radiated powers indicated in 
Table 1, is considerably more expensive to build. The antenna 
system is more expensive by a ratio of about 3 to 1, and the 
transmitter, because of its higher power and higher frequency 
requirements, is more expensive by a ratio of about 2 to 1. 


b. The annual cost of operating the transmitter plant of a 
UHF station is higher than the equivalent VHF station by 
about 2 to 1. 

c. However, the present most formidable limitation to ob- 
taining UHF performance is in the receiving installation at the 
viewer's household. Here, the UHF system suffers from the fol- 
lowing limitations in comparison with the VHF system. 

(1) Antennas—Because the propagation loss is higher for 
the UHF signal, the UHF antenna must have considerably 
higher gain than the VHF equivalent. In addition, the problem 
of ghosts is worse with the UHF system and so the antenna 
must provide higher rejection of signals arriving from unde- 
sired directions. 

(2) Feed Lines—The signal lost in the feed lines from the 
antenna to the TV set is a direct function of frequency for any 
given type of feed line, which means in practice that there will 
be 3 to 6 db more loss in the feeders unless particular care is 
taken in the UHF feed system. 

[3364] (3) Receiver Front-End—Most present UHF receiv- 
ers have a noise performance which is 3 to 6 db worse than 
the VHF equivalents. 

(4) Tuning Convenience—The tuning-in of UHF stations 
is generally more inconvenient than the simple click of the 
VHF tuner. For a technically skilled person, this difference is 
insignificant; however, for a housewife or an elderly person, 
the difference may be enough so that they won’t use the UHF 
channel. 

d. At present, viewer/advertiser acceptance is considerably 
less on UHF than VHF. This acceptance differential will be 
overcome with time if equivalent technical performance is ob- 
tained on each band. 

6. ITT’s technical resources (20,000 professional engineers 
on a world-wide basis) can have considerable impact on miti- 
gating all of the problems listed above relative to the short- 
comings of UHF systems relative to VHF. The specifies of how 
these technical resources can be brought to bear are contained 
in the following sections. 

7. ITT has considerable world-wide activity in the design 
and cost reduction of high frequency transmitters. An essential 
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part of this design effort is in the substitution of high power 
solid state devices for the present transmitting klystrons. The 
application of this know-how can close the present price gap 
existing between UHF and VHF transmitters. 

8. ITT has several technical teams working on the design 
of high power transmitting antennas for a wide variety of 
applications including television transmission. These design 
groups can be applied to the evolution of cheaper and more effi- 
cient UHF antenna systems, thus assisting in reducing the 
present cost differential between UHF and VHF antenna 
installations. 

9. ITT has several professional groups working on propaga- 
tion and antenna coverage studies. The application of this 
know-how to propagation, site selection, and allocations activi- 
ties for the affiliated stations should help to improve the cover- 
age of UHF stations relative to VHF stations. 

10. ITT technical resources can be applied to the problem of 

improving the technology of filling in shadows (which are a 
particular problem with UHF) by the more advanced applica- 
tion of re-transmission systems (such as translators, repeaters, 
cable systems, etc.). ITT has presently a considerable design 
activity at Standard Electrik Lorenz in Germany in the design 
of UHF translators. 
[3365] 11. ITT has in process a number of sizable studies 
in the area of automation of complex communication systems. 
ITT’s technical resources can help lower UHF operating costs 
by the application of these advanced technical concepts to the 
automated control of station operations. 

12. As indicated earlier in the report, one of the chief prob- 
lem areas in bringing the real performance of UHF up to VHF 
lies in the technical performance of the receiving system at the 
viewers household. ITT has the following specific activities in 
process to get equivalent UHF performance to that of VHF. 

a. A study of inexpensive, very wide band receiving antennas 
which will operate and give equivalent performance over the 
whole VHF/UHF spectrum. 

b. In one of our major cable subsidiaries, we are developing 
a new type of foam dielectric cable which will reduce the trans- 


197 


mission loss over the whole UHF band down to that which is 
normally experienced in the low VHF bands. 

c. ITT has a program to develop a complete set of compon- 
ents for an all solid state electrically tuned television receiver 
front-end which will contain no mechanical parts and will 
give identical performance for all VHF and UHF stations. This 
front-end will be push-button tuned and the push-button will 
be the only mechanical element in the system. We have pres- 
ently completed the design of the varactor diodes, which are the 
tuning elements in this system, and are selling these varactors 
on the open market. At present, to our knowledge, we are the 
only company that has varactors with adequate performance 
over the whole frequency band. In addition, we are working on 
the development of high frequency gallium arsenide transistors 
for this solid state tuner. These transistors will allow the tuner 
to give essentially the same signal to noise performance over 
the whole VHF/UHF band. 

d. The target for our tuner design activity is to produce a 
cheap, efficient, all solid state tuner which will give equivalent 
electrical performance in all respects over the total UHF/VHF 
bands and, in addition, will have identical tuning procedure 
(push buttons) for both UHF and VHF stations. 

As a result of the studies indicated in “a” through “d” above, 

ITT expects to have the necessary components to bring UHF 
television home receiver performance up to be identical with 
present VHF performance. 
(3366] 13. All of the above was concerned with how ITT’s 
technical capabilities can assist in upgrading the performance 
of UHF television. In a broader sense, ITT’s technical resources 
can assist ABC in the long run as follows: 

a. ITT does $330,000,000 per year of R&D work on telecom- 
munication fields and employs approximately 20,000 engineers 
on a world-wide basis. 

b. ITT is a pioneer in satellite communication systems, as 
demonstrated by their contribution to the Relay, Courier, and 
Intelsat programs and their recent coverage of the Gemini 
shots. 
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c. ITT can supply ABC with immediate capability to expand 
news and special event coverage on a world-wide basis via satel- 
lite terminals. 

d. In the longer run, ITT can provide the know-how to make 
economical nation-wide and world-wide distribution of tele- 
vision programs via conventional and satellite transmission 
systems. 

e. ITT can supply technical know-how in the camera and 
studio equipment area to improve the technical quality of TV 
broadcasting. 

f. ITT can provide the electronic and communication system 
and equipment know-how to make possible cost reductions in 
TV and broadcast systems to permit a wider distribution of 
programs at a lower consumer cost basis. 

g. ITT maintains three central laboratories which contain 
a cross-section of experts in all telecommunications and elec- 
tronic fields, The skills in these laboratories can be brought to 
bear to solve many of the immediate problems of ABC and also 
to build a base for the most efficient and economical expansion 
of the TV and broadcast arts. 

h. In the longer run, the TV and broadcast industries must 
evolve beyond the present services, techniques, and equipment 
available. ITT can provide the technical know-how to help lead 
the broadcast industry into such possibilities as: 

(1) Direct broadcast of TV from satellites to the home. 

(2) High quality, efficient distribution of broadband infor- 
mation signals by means of advanced modulation techniques 
such as pulse code modulation. 

(3) Large screen, high definition, three dimensional color 
television. 

(4) Microminiaturized studio and transmission equipment 
to allow convenient coverage of all types of dispersed news or 
national events. 

(5) Direct radio broadcast of hard copy print out, such as 
newspapers, to the home. 


799 


[Federal Communications Commission Exhibit No. J-2 
presented by Justice Department] 


[3376] AMERICAN BROADCASTING-PARAMOUNT THEATRES, INC. 
Annuau Report, 1960 
* * * 
[3379] The year in brief 


1960 


Income: 
ABC operating income. $222, 439, 000 $172, 469, 000 
Theatre operating income. 86, 281, 000 91, 139, 000 
Merchandise sales and other income... 25, 717, 000 24, 349, 000 


Total... BT, 957, 


Expenses: 
Operating and general expenses. 
Depreciation... 
Interest....... 
State, local and payroll taxe 
Federal income tax.. 


Net Profit: 
Operations... 10, 475, 000 
Capital gains. 1,342, 000 


11,817, 


Per share common: 

Operations... "$2, 50 

*. 32 

“2.82 

Dividends Paid: 

Total—Cash oe 4, 218, 000 
Per share preferred. 1,00 
Per share common..... a 1,00 


82, 994 
Shares outstanding: 
Preferred . . ......-. . * 67,931 71,231 
Common.............-+ os 4, 232, 731 4, 149, 362 
Financial Position: 
Working capital... .-2..2....-- 64, $33, 000 52, 034, 000 
Fixed assets (net). aa, - 66, 185, 000 67, 665, 000 
Long-term debt... .. ask 53, 423, 000 56, 805, 000 
Common stock equity - . oseee Re 90, 140, 000 82, 624, 000 
Per share common. 21.30 19,91 
General: 
Stockholders of record 2, 24, 728 
Theatres... cccceccecisees ofa ae 498, 
ABC-TV Network affiliate: Susess 2 4 
ABC-Radio Network affiliat 354 
a 


“Based on shares outstanding at end of each quarter. 
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[Federal Communications Commission Exhibit No. J-269; 
presented by Justice Department] 


[3502] AmertcAN BroapcasTING-PaRAMOUNT THEATRES, 
Inc., ANNUAL Report, 1964 


* * * * 


[3506] Presipent’s Lerrer TO SHAREHOLDERS 


It is with particular pleasure that I am able to report to you 
that revenues and operating earnings achieved record levels in 
1964. The progress that we have shown this past year, partic- 
ularly in the greatly strengthened position of our television 
network this past fall, has laid the foundation for further im- 
provement in revenues and earnings in 1965. 

Here are some of the highlights of our activities: 


* Revenues rose to $420,915,000 from $386,729,000 in 
the previous year. Operating earnings of $11,019,000 rep- 
resented a 49% increase over the $7,385,000 for 1963. On 
a per share basis, this represented $2.40 a share compared 
with $1.62 a share last year. 

* The quarterly cash dividend was increased to 35¢ a 
share from 25¢ a share, effective with the third quarterly 
payment last September. 

* The efforts made over the past two years in building 
our current television network schedule resulted in obtain- 
ing the highest audience levels ever achieved for our eve- 
ning programming. Based on nighttime national audience 
measurements, the ABC-TV Network is fully competitive 
with the other major networks. As further evidence of the 
public acceptance as well as the quality and diversity of 
our programming, advertiser commitments for the coming 
season starting this fall are at a higher level than they 
were at this time last year. 

* Our news department continued to develop in terms 
of personnel, facilities and programming. This was most 
evident in their excellent performance in covering the na- 
tional political primaries, conventions and elections of 
1964. This coverage, while costly to our Company and to 
the industry, demonstrated the scope and effectiveness of 
electronic journalism as it brought these important events 
into the homes of all Americans. 
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* Our owned television and radio stations reported 
record revenues and achieved impressive results in the 
development of local programming and services and in 
their improved competitive position in their respective 
markets. 

* The progress that our radio network has shown reflects 
not only the growing interest that has been evident in 
radio but also the excellent news service and entertainment 
and sports programming that it offers. 

* In our theatre business, there was a better flow of 
quality motion pictures resulting in an improvement in 
earnings. We have accelerated our program of adding mod- 
erm theatres and more are planned, particularly in shop- 
ping centers in growing suburban areas. 

* Our other activities in the entertainment and com- 

munications fields have continued to perform well. These 
include the syndication of television programs, phono- 
graph records, farm publications and scenic attraction 
centers. Our international division has continued to ex- 
pand and currently is associated with stations in twenty- 
three countries. 
[3507] * To accommodate our growing organization and 
to effect greater efficiencies in operation, our New York 
administrative offices will be centralized later this year in 
a new building that is presently in construction at 1330 
Avenue of the Americas. Plans are also underway to 
improve and consolidate the operational functions of the 
broadcasting division, presently housed in a number of dif- 
ferent locations, on our present properties at West 66th 
and 67th Streets. A new studio incorporating live color 
capability will be included in this center as well as in 
Hollywood where administrative and technical facilities 
for our West Coast television operation will also be en- 
larged. For these purposes as well as to provide for the 
continuing growth of our Company, we recently concluded 
an arrangement to refinance existing debt and provide for 
additional funds, which is more fully described in the finan- 
cial section of this report. 
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* A significant step was taken last November to improve 
our employee benefit program by instituting a contributory 
retirement plan covering staff employees of the Company 
and certain subsidiaries. 


George P. Jenkins, Financial Vice President and a director 
of Metropolitan Life Insurance Company, was elected a di- 
rector of the Corporation succeeding A. H. Blank. Mr. Blank, 
a leading figure in the motion picture industry and in com- 
munity affairs in the Des Moines, Iowa area for many years, 
rendered valued service as a director from 1951 until his retire- 
ment. Samuel H. Clark was elected a vice president in charge 
of theatre operations. Mr. Clark, who was president of ABC- 
Paramount Records, was succeeded by Larry Newton. Edward 
L. Hyman, a vice president of the Company in charge of our 
northern group of theatres, retired after a distinguished career 
as one of the most respected and well-known executives in the 
theatre business. 

Increasing public and advertiser interest in broadcasting, 
more leisure time being devoted to entertainment activities, 
the developing potential of worid-wide television broadcasting 
and a viable economy—all support the fundamental business 
of your Company. With this outlook for business growth and 
with the financial resources, as well as the human resources of 
a dedicated organization which make up our corporate family, 
your Company is in the strongest position in its history. 

Sincerely, 
Leonarp H. GoupeNson, 
President. 
Marcx 8, 1965. 


[3508] FinanciaL REvIEw 


Revenues were at a record level of $420,915,000 compared 
with $386,729,000 in 1963. Although there were 53 weeks in the 
1964 year compared with 52 weeks in 1963, revenues were at 
an all-time high exclusive of the additional week in 1964. Rev- 
enues for the broadcasting division rose to $310,135,000 from 
$280,572,000, reflecting increases for both the television and 
radio networks and owned stations. Theatre revenues increased 
to $78,891,000 from $76,209,000, despite the fewer theatres 
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operated in 1964 than in 1963. Other revenues, principally from 
the phonograph record and publishing activities were 
$31,889,000 compared with $29,948,000 in 1963. 

Earnings from operations increased to a record level of $11,- 
019,000 compared with $7,385,000 in 1963. On a per share basis, 
this represented $2.40 a share compared with $1.62 a share last 
year. The improvement was derived principally from broad- 
casting and theatres, the major operations of the Company, 
and the benefit from the lower Federal income tax rates. Re- 
sults applicable to the 53rd week were not significant. Earnings. 
including capital gains, were $11,196,000 or $2.44 a share com- 
pared with $7,927,000 or $1.74 a share for the previous year. 

Cash dividends were paid at the quarterly rate of 25¢ a share 
for the first two quarters of the year. The dividend rate was 
increased 40% in the third quarter with payments of 35¢ a 
share made in the third and fourth quarters. For the full year 
cash dividends were $1.20 a share totaling $5,512,000 compared 
to $1.00 a share for a total of $4,463,000 in 1963. 

Long-term debt at year end comprised the 4.2% notes issued 
under the Loan Agreement with Metropolitan Life Insurance 
Company in [3509] the amount of $42,500,000 and various 
other obligations amounting to $4,059,000. 

Arrangements have been made with the insurance company 
for a new Loan Agreement to obtain additional funds required 
to meet the Company’s expanding needs, including the reno- 
vation of the broadcast operations center in New York, the 
planned expansion of television studio facilities in New York 
and Hollywood incorporating live color capability and the re- 
quirements for the Company’s new headquarters administra- 
tive building. 

The new loan will provide funds for the repayment of the 
existing $42,500,000 of notes and an additional amount of 
$27,500,000 to be taken down during the period from July 1, 
1965 to July 1, 1966. Notes to be issued under the new Loan 
Agreement will bear interest at 4.55% per annum and pro- 
vide for semi-annual payments commencing January 1, 1966 
to final maturity on July 1, 1985. 

Stockholders’ equity increased to $119,493,000 or $25.84 a 
share on 4,623,548 shares outstanding at the end of the year 
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from $112,266,000 or $24.63 on 4,557,444 shares outstanding at 
the close of 1963. 

Working capital increased $2,961,000 to $72,103,000 at the 
year end. Cash and securities at year end were lower than at the 
end of the preceding year. This reflects the employment of 
funds, occasioned by the efforts to improve and insure the sup- 
ply of quality programs, for the acquisition in advance of broad- 
cast exhibition rights for a substantially greater number of tele- 
vision films scheduled for network and station use. 

Depreciation for the year amounted to $6,705,000 of which 
$3,401,000 related to the broadcasting division, $2,735,000 to 
theatres and $569,000 to other operations. Expenditures for 
property and equipment amounted to $8,717,000 of which 
$5,380,000 related to the broadcasting division, principally for 
the modernization of television equipment and the expansion 
of studio and office facilities, $2,863,000 applied to theatres, 
principally for new properties and the improvement of exist- 
ing theatres, and $474,000 applied to other operations. 


Working camital summary . 
nerease 
(Decrease) 


= $32,945, 000 $(28, 150, 000) 
41, 654, 000 17, 796, 000 
48, 029, 000 2, 536, 000 


$2, 182, 000 
(79, 000) 


$2, 961, 000 


$11, 019, 000 
6,705, 000 
1,275, 000 
1, 543, 000 
1,299, 000 
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[3510] ABC Ter evision Nerwork 


With the start of the new 1964-65 television season in Sep- 
tember, the ABC Television Network achieved full competitive 
status with the other networks in nighttime audience levels. In 
the fourth quarter, 23% more homes per average minute were 
reached than at a comparable time the previous year. 

Of particular significance is the greater appeal of the ABC 
network’s programs to younger adult and larger family house- 
holds which represent the major portion of the buying public 
for consumer goods and services. These factors have contributed 
to the commitment of a much larger volume of advertising rev- 
enues for the forthcoming 1965-66 television season starting 
this coming fall than was true at this time last year. 

Heading the list of very popular new programs was the hit 
of the current television season—“Bewitched,” the delightful 
comedy starring Elizabeth Montgomery and Dick York. Others 
were “The Addams Family,” “Peyton Place’’—the successful 
new concept in bi-weekly continuing drama, “No Time for Ser- 
geants,” “Voyage to the Bottom of the Sea” and “The Sunday 
Night Movie.” “Shindig,” an innovation in popular musical pro- 
gramming, also proved to have wide appeal. 

These programs served as some of the building blocks of the 
program structure that is diversified not only in program type, 
but within each type as well. The wide variety of drama offered 
included “Ben [3511] Casey,” “Combat!” and “The Fugitive,” 
in addition to “Burke’s Law” and “12 O’Clock High.” In variety 
programs, there were “Jimmy Dean,” “The Hollywood Palace,” 
“The King Family” and “Lawrence Welk,” who is celebrating 
his 10th anniversary with the network. Situation comedies, in 
addition to those mentioned previously, were well received— 
“McHale’s Navy,” “My Three Sons,” “Farmer's Daughter,” 
“Ozzie & Harriet,” “Patty Duke” and also “The Flintstones,” 
“Broadside” and the warm and humorous “Donna Reed.” 

The prestige of the evening schedule was enhanced by the 
marquee value of such stars as Bing Crosby, George Burns and 
Walter Brennan and by the addition of the “FDR” series which 
the New York Times said “promises to be far and away one 
of the most distinguished documentary series of the season.” 
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Comprehensive news and public affairs programs, more fully 
described in the ABC News section of this report, contributed 
to the overall balance and diversity of the schedule. Dinah 
Shore, the Academy Awards and Sophia Loren in Rome high- 
lighted some of the special programs telecast. 

In daytime, further progress has been made in the selection 
of programs which broadly cater to a women’s audience. Two 
new series were added—“The Young Marrieds” and “Flame in 
the Wind” and are expected to build audiences on the daytime 
theme of drama which has proved so successful in “General 
Hospital.” 

In sports, the network has been highly commended for the 
use of inventive and imaginative camera techniques such as 
the isolated camera shots during football games, and for the 
ingenuity and skill which it applied to the weekly sports series, 
“Wide World of Sports’ as well as to the exclusive coverage of 
such outstanding events as the IX Winter Olympics, The 
Olympic Trials and The Davis Cup Tennis Matches. The sports 
agenda. for the 1964-65 season includes PBA Bowling, NBA 
Basketball, professional football, the All Star Game, five post- 
season college bowl games, four specials on the American 
Sportsman, the PGA Golf Championship and national cover- 
age for the first time on a weekly basis of major league baseball. 

At the year end, the ABC Television Network had 130 pri- 
mary affiliated stations which covered 93.5% of US. television 
homes. The median lineup for the typical evening program was 
179 stations covering 96.7% of U.S. television homes. Included 
in this lineup are a number of secondary affiliated stations, 
specifically in one or two station markets, which carry many 
programs on a delayed basis or at a less desirable evening time 
period than do the primary affiliates. The lack of primary out- 
lets in certain key markets which presently have only two sta- 
tions continues to hamper the network which, through the Fed- 
eral Communications Commission, continues to seek parity 
with the other networks in this regard. 


[3512] ABC News 


During another momentous year, ABC News continued to 
grow in stature and reputation. The completeness and thor- 
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oughness of its reporting was most evident in its coverage of the 
national political events of 1964. Headed by anchormen How- 
ard K. Smith and Edward P. Morgan, special programs and on- 
the-scene coverage were provided during the New Hampshire, 
Oregon and California primaries, the conventions and election 
night. The story of the Republican and Democratic conven- 
tions was reported by the most extensive task force it ever 
assembled. ABC reporters traveled throughout the country with 
the principal candidates and “ABC’s Politics ’64,” a prime-time 
political series, gave in-depth coverage and analysis to the cam- 
paign as it progressed. 

On election night, viewers and listeners were able to follow 
the vote tally and the trends as reported by ABC correspond- 
ents, assisted by the latest computers and the newly-formed 
Network Election Service. a joint pool effort by the three net- 
works and two major wire services to provide faster national 
election returns. In addition, ABC News covered the head- 
quarters of the Presidential and Vice Presidential candidates 
as well as those of other major candidates for Senator, Con- 
gressman and Governor. 

Although politics dominated the American scene in 1964, 
there were many other important events which ABCNews re- 
ported. With expanded world-wide facilities, ABC News was 
often first with the story. Most notable example is that of 
Moscow correspondent Sam Jaffe who beat all news media in 
reporting the deposition of Soviet Premier Khrushchev. 

Often forgotten are the efforts and difficulties encountered 
daily in reporting the news, ranging from the civil rights strug- 
gle in our country to the fighting fronts in Vietnam and the 
Congo. 

In 1964, the dramatic involvement of ABC News diplomatic 
correspondent John Seali in the 1962 Cuban missile crisis was 
revealed. The secret contact of Mr. Scali by a Soviet representa- 
tive began one of the most unusual diplomatic exchanges ever 
conducted by major powers. Mr. Scali's efforts were highly 
commended by the Government. 
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ABC News brings the only television network news program 
to evening audiences seven days a week, with Peter Jennings 
featured during the week and Bob Young on Saturdays and 
Sundays. 

Many splendid documentaries were presented covering a 
broad range of subjects. ABC’s distinguished series “Saga of 
Western Man” was honored by a Peabody Award. Three pres- 
entations are scheduled, again in color. The stories of Leonardo 
DaVinci, the Pilgrims and General George Custer are being 
presented using the unique television technique which has 
brought this series world-wide recognition. Other special pro- 
grams include “Letters from Vietnam” and “Mission to Ma- 
laya,” which shows in a personal and fascinating manner, the 
story of an American helicopter pilot and the exploits of two 
young Peace Corps nurses. Included in the schedule for 1964-65 
are documentaries such as man’s explorations of the world be- 
neath the sea. Another special series includes a program on 
teen-agers and on the exploits of scientists in unusual and 
dramatic experiments attempting to solve the problems of 
today and tomorrow. 

ABC News’ prime time television program “Scope” con- 
tinued to present a wide variety of provocative subjects ranging 
from a discus-[3513]sion of Shakespeare by Richard Burton to 
the dramatic story of a country doctor. This distinguished series 
is receiving much critical commendation for its perspective and 
imaginative presentation. 

ABC News continued to present the great personalities of 
our times on “Issues and Answers.” Other programs, broadcast 
on both the radio and television networks, are “Directions ’64,” 
the distinguished religious series produced in cooperation with 
the major faiths and the award-winning children’s television 
series “Discovery” which presented special programs prior to 
the political conventions and election night describing, in young 
people’s terms, the political drama that was taking place. 
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[Federal Communications Commission Exhibit No. J-270; 
presented by Justice Department] 


[3531] American Broapcastinc Companies, INC., 
ANNvAL Report, 1966 


* * * * * 
[3533] AMERICAN BROADCASTING COMPANIES, INC., ANNUAL REPORT, 1966 


Year in brief 


Revenues: 
Broadcasting. $413, 684,000 $361, 631, 000 
Theatres... .. 82, 390, 000 80, 982, 000 
Merchandise sales and othe 43, 898, 000 33, 852, 000 


$539, 972,000 $476, 465, 000 


Operating and general expenses. $430, 131, 000 
Depreciation.. 7, 110, 000 
Interest...... 2, 395, 000 
State, local and payroll taxes. 7, 908, 000 
Federal income tax... 13, 200, 000 


$522, 112,000 $460, 744, 000 


$17, 860, 000 $15, 721, 000 
Capital and non-recurring gains (losses), net. 206, 000 (156, 000) 


Total... $18, 066,000 $15, 565, 000 


Per share: 
Operations.s cc nccsasecccectsedssicsesessence! $3.81 $8.39 
Capital and non-recurring gains (losses), net. 4 (..04) 


$3.85 $3.35 


Dividends: 
Total.... $7, 496, 000 
Per share $1.60 
Financial Position at Year End: 
Working capital. $91, 755, 000 
Property and equipment, n $113, 464, 000 
Total assets, $320, 315, 000 
Loans and notes due after one year. $87, 897, 000 
Stockholders’ equity: 
Total... $14), 111, 000 
Per share. $29.98 
Number of common shares issued. 4, 707, 270 
General: 
Stockholders of record. 16, 746 
Theatres. 401 
ABC-TV Network affiliates (including secondary affiliates).. 260 
ABC-Radio Network affiliates. 414 


Earnings per share are based oo the average number of shares outstanding. 


$10 
[3534] PRESIDENTS LETTER TO STOCKHOLDERS 


Revenues and operating earnings for 1966 were at record 
levels. Revenues rose to $539.972,000 from $476,465,000, an in- 
crease of 13%. Operating earnings of $17,860,000 increased 
14% over the $15,721,000 for the previous year. On a per share 
basis, these earnings represented $3.81 a share compared with 
$3.39 a share for 1965. All major divisions of the company con- 
tributed to these higher levels. 


[3536] FINANCIAL REVIEW 


Revenues were at a record level of $539,972,000 compared 
with $476,465,000 in 1965, an increase of 13%. Revenues for the 
broadcasting division rose to $413,684,000 from $361,631,000, 
reflecting increases in the television and radio networks and 
owned stations. Theatre revenues increased to $82.390.000 from 
$80,982,000, Other revenues rose to $43,898,000 from $33,852.- 
000, reflecting principally the increase in phonograph record 
activities. 

Earnings from operations increased to a record level of 
$17,860,000 compared with $15,721,000 in 1965, an increase of 
14%. On a per share basis, this represented $3.81 a share com- 
pared with $3.39 a share last year. All major divisions of the 
Company contributed to the improvement in earnings. 

Cash dividends paid were $7,496,000 or $1.60 per share com- 
pared to $6,962,000 or $1.50 per share in 1965. 

Stockholders’ equity increased to $141,111,000 or 329.98 a 
share at the end of the year from $129,672,000 or $27.70 a share 
at the close of 1965. 

Loans and notes payable increased during the year by cash 
borrowings totaling $34,000,000 representing the final take- 
down of $9,000,000 under the 1965 loan agreement with Metro- 
politan Life Insurance Company and $25,000,000 obtained 
under a new loan agreement with banks. The loans and notes 
payable of $95,187,000 outstanding at the end of the year, of 
which $7,290,000 are repayable during 1967, comprised the 
4.55% notes to Metropolitan Life Insurance Company amount- 
ing to $66,250,000, the notes payable to banks, bearing interest 
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at 14 of 1% per annum above the prevailing prime commercial 
loan rate, amounting to $25,000,000 and various mortgage notes 
amounting to $3,937,000. 

Subsequent to the year end, the Company borrowed an addi- 
tional $2,500,000 under the loan agreement with the banks and 
concluded a loan agreement with International Telephone and 
Telegraph Corporation to borrow a total of $25,000,000 in five 
consecutive monthly installments of $5,000,000 commencing 
February, 1967, with notes bearing interest at 14 of 1% per 
annum above the prime commercial loan rate prevailing on the 
date of issuance. ITT is not obligated to advance further in- 
stallments if the Agreement of Merger is terminated before the 
total loan is made. 

Notes issued under the 1965 loan agreement are repayable 
by semi-annual instalments with a final payment of $10,750,000 
upon maturity, July 1, 1985, and notes issued under the loan 
agreements with banks are payable in approximately equal 
quarterly instalments from June 1, 1967 to March 1, 1972. The 
loan agreement with International Telephone and Telegraph 
Corporation provides that upon the merger the notes issued 
thereunder will be converted to advances, and if the Agreement 
of Merger is terminated, the notes shall mature one year 
thereafter. 

[8537] Working capital decreased $2,017,000 during the year 
to $91,755,000 at year end, representing a ratio of current assets 
to current liabilities of 2.2 to 1. The following table illustrates 
the change in composition of working capital during the year 
and reflects the substantial decrease in cash funds, whereas 
program rights, other current assets and the current liabilities 
increased. 

Working capital 


Increase 
(Decrease) 


Cash funds $19,832,000 $47,259,000 ($27, 426, 000) 
Program rights. -- 82,775,000 50,750,000 32,025,000 
Other current assets. 67,195,000 55,790,000 11, 405,000 


$169, 803, 000 $153, 799.000 81H, 004, 000 
Current liabilities. ° 78,048,000 60,027,000 18, 021, 000 


Working Capital. - -- $01,755,000 $93,772,000 (S82, 017, 000) 


278-719—67——-50 


Cash funds, which amounted to $19,833,000 at the end of 
1966, were $27,426,000 lower than at the end of 1965. This de- 
crease in cash funds, when combined with the additional 334,- 
000,000 borrowed during the year, represents a net reduction 
of $61,426,000 after utilizing the cash flow generated by the 
Company’s business activities during the year. The large cash 
expenditures were made for the acquisition of rights to a sub- 
stantial number of feature motion pictures for current and fu- 
ture television network use, which is reflected by the increase 
of $32,025,000 in the inventory of program rights, and for prop- 
erty and equipment amounting to $49,269,000. Property and 
equipment expenditures comprise $17,899,000 applicable to the 
broadcasting division primarily for continued modernization 
and conversion of studios and equipment to color as well as 
additional facilities; $7,660,000 related to theatres, principally 
for new theatres and the improvement or modernization of 
existing theatres; and $23,710,000 applicable to all other opera- 
tions including the purchase of the new administrative head- 
quarters building in New York. Depreciation for the year 
amounted to $8,756,000 of which $5,322,000 related to the 
broadcasting division, $2,518,000 to theatres and $916,000 to all 
other operations. 

The sources and uses of cash funds for the year are set forth 
in the Cash Funds Statement below: 


Cash funds statement for the year 1966 


Cash funds used for: 
Property and equipment______-------_-_--------- ee $49, 269, 000 
Increase in program rights__--------------------------.- 32, 025, 000 
Dividends paid. 
Repayments under Loan Agreement. 
Increase in other assets, primarily receivables, less increase 
in liabilities of $14,599,000. 


Cash funds provided by (excluding borrowings shown below) : 
Earnings from operations 
Depreciation 
Capital and non-recurring transactions, net. 
Common stock sold under options_____ -----------.-----__ 
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Cash funds statement for the year 1966—Continued 


Balance of cash used in excess of cash provided, derived from: 
Additional borrowings under long-term loan agreements... $34, 000, 000 
Ne: reduction in cash funds__--------------------------- 27, 426, 000 


[3538] ABC NEWS 


ABC News provides world-wide news to both the ABC Tele- 
vision and Radio Networks through its more than 850 corre- 
spondents and supporting personnel in this country and in 
news bureaus abroad. It has been steadily expanding its opera- 
tion in terms of facilities, including color transmission, pro- 
gramming and personnel in order to best fulfill its respon- 
sibilities as a major news service. Its programs have been cited 
many times for excellence and its commentators for compre- 
hensive and creative reporting of the important issues con- 
fronting the American public and of the major events taking 
place around the globe. 

Starting in January, 1967, ABC News expanded its network 
evening news program, “Peter Jennings with the News,” to 
thirty minutes. This program, telecast in color for the first time, 
provides greater depth in its news coverage than was possible 
in its fifteen minute format, makes more effective use of such 
respected commentators as Howard K. Smith, Edward P. Mor- 
gan, William H. Lawrence and John Scali, and provides more 
frequent reports from its other correspondents at home and 
abroad. 

Highlighting ABC News’ coverage of important events this 
past year were its daily reports from its 25-man Saigon bureau 
on the conflict in Vietnam. Recognizing the public’s concern 
and interest, these daily reports have been supplemented by 
“ABC Scope,” a half-hour weekly series devoted to all aspects 
of the Vietnamese crisis. 

In reporting the November Congressional and state elections 
and the space shots during 1966, ABC News’ coverage and 
analysis received the highest acclaim from the industry’s critics. 
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ABC News’ increased schedule of documentaries, telecast on 
the network, totaled thirty-three hours. They were of great 
diversity and included: “Beethoven: Ordeal and Triumph” in 
“The Saga of Western Man” series; “To Save a Soldier,” con- 
cerned with casualties in Vietnam; “The Long Childhood of 
Timmy,” a touching study of mental retardation; and “The 
Hall of Kings,” a tour through Westminster Abbey, one of 
Europe’s most historic landmarks, Both ABC News’ award- 
winning children’s program, “Discovery.” and its weekly series 
on religion, “Directions,” offered new departures in program 
concepts. 

One of the most extensive and ambitious programs, planned 
for network telecasting in September, 1967, will be a four hour 
prime-time presentation on Africa. Utilizing the resources and 
personnel of ABC News and the ABC-TV Network. together 
with leading experts and authorities on that continent, this 
unique project is expected to present new understanding of 
Africa, its socio-economic problems, its people, their lives, their 
activities and their heritage. 


[3539] ABC TELEVISION NETWORK 


The ABC Television Network is today, one of three major 
national networks, although it has a lesser number of primary 
affiliated stations than the other two networks. At the 1966 
year end, the network had 138 primary affiliated stations pro- 
viding direct coverage to approximately 93% of U.S. television 
homes. Despite its smaller lineup of stations, the network has 
continued to attract substantial viewing to and sponsor ac- 
ceptance of its nighttime programming and has made further 
progress in sponsor acceptance of its daytime programming. 
In order to give added impetus to its daytime schedule, the net- 
work will convert a number of daytime shows to color in April 
and others in the Fall of the year. 

The spectrum of the network’s programming covers enter- 
tainment, sports, news and public affairs. In entertainment, 
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the network's evening schedule includes such well accepted 
shows as “The FBI,” “Bewitched,” “Peyton Place,” “Holly- 
wood Palace” and “Lawrence Welk.” Popular programs, new 
in this current season, include “The Rat Patrol,” “Felony 
Squad” and “That Girl” starring Marlo Thomas. Among the 
network's program innovations which have received much com- 
mendation and attention is “ABC Stage '67,” a weekly series 
of varied program concepts including drama that has attracted 
top creative talent, new to the television medium. 

In 1966, color became a demonstrably influential factor in 
viewing. By the year end, it was estimated that approximately 
17% of US. television homes were equipped with color sets. 
Anticipating increasing numbers of color sets and in order to 
be more competitive with the other major networks, ABC-TV 
presented its entire evening schedule in color, virtually dou- 
bling its color output over the previous year. This entailed 
increased expenditures not only for programming but for color 
studios and equipment. Further expansion of such facilities 
will be required in the future. 

A highlight of the current season was the telecast of the 
award-winning motion picture “Bridge on the River Kwai.” 
This presentation attracted the largest audience for any tele- 
vision program with the exception of the “Academy Awards” 
telecast on ABC-TV last April. Recognizing the general high 
acceptance by viewers and advertisers of motion picture feature 
films, the network acquired a substantial number of quality 
films to provide for its needs for the current and forthcoming 
seasons as well. These include such major motion pictures as 
“The King and I,” “Cleopatra,” “The Longest Day.” “Those 
Magnificent Men in Their Flying Machines.” “The Agony and 
the Ecstasy,” “Zorba the Greek” and “Von Ryan’s Express.” 

The network's schedule of sporting events was a distin- 
guished one. It included “Wide World of Sports,” “The Ameri- 
can Sportsman,” major golf tournaments, including the British 
Open via satellite. and professional basketball and bowling. 
A highlight of its coverage of the NCAA football games this 
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past Fall was the Michigan State-Notre Dame game, drawing 
the largest regular season college football audience to this tele- 
cast of the nation’s two leading college football teams, ABC- 
TV also will be providing, for the first time in color, the exclu- 
sive coverage in 1968 of the Winter Olympics from Grenoble, 
France and the Summer Olympics from Mexico City. 
Noteworthy among the network’s special programs was 
“Brigadoon,” starring Robert Goulet and Sally Ann Howes. 
In preparation for forthcoming telecasts are original two-hour 
adaptations of theatre classics; two memorable musicals, 
“Carousel” and “Kismet”; and twelve programs on oceano- 
graphy under the direction of the world-famous underseas ex- 
plorer Jacques Yves Cousteau. Also scheduled to begin in April, 
1967 is the network’s entry in late evening programming featur- 
ing Joey Bishop, one of this country’s top comedy talents. 


[3540] TELEVISION 


ABC Owned Television Stations 

The ABC Owned Television Stations are located in five of 
the seven leading markets in the United States—WABC-TV, 
New York; WXYZ-TV, Detroit; WBKB-TV, Chicago; 
KABC-TV, Los Angeles and KGO-TV, San Francisco. Cur- 
rently, all of these stations are equipped to originate local pro- 
grams in color. 

The stations achieved their best level in sales in 1966. They 
have established important positions in their respective com- 
munities, providing the public with entertainment and public 
affairs programs. These stations actively participated in the 
affairs of these communities through expanded local news op- 
erations, special programs of particular local interest and a 
policy of editorializing on vital local issues. 

Local station programming and community involvement 
took many forms during this past year. In New York, for ex- 
ample, WABC-TV produced “Who Will Tie My Shoe,” a docu- 
mentary on mental retardation which received five major 
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awards. In an effort to bring the unemployed closer to existing 
job opportunities, KABC-TV in Los Angeles organized a 
highly successful three-day “Career Trade Show” which was at- 
tended by over 100,000 people. Station WXYZ-TV, in coopera- 
tion with radio station WXYZ, initiated a drive to eradicate 
childhood measles. Through their editorials, the stations alerted 
the state legislature to the dangers of measles and thereby aided 
in passing a state law requiring inoculation for all pre-school 
children. The stations then launched a campaign to encourage 
inoculations. More than 170,000 children were inoculated on 
October 28rd, the largest known single mass measles inocula- 
tion pro-[3541]gram. Most encouragingly, medical authorities 
reported a 90% reduction in the number of cases of measles in 
the greater Detroit area during this past winter season. 

ABC International 

ABC International acts as purchasing and sales representa- 
tive for foreign television stations known as the Worldvision 
group, consisting of more than sixty stations located in twenty- 
six countries. Minority interests are held in a number of televi- 
sion stations abroad. 

Television world-wide continues to grow each year. Today, 
there are over one hundred nations with television service. The 
greater utilization of satellites along with the construction of 
receiving and transmitting stations in key world centers can 
be expected to further the development of television as a global 
medium. ABC International, through its extensive associations 
with stations throughout the world, can also be expected to 
benefit. 

ABC Films 

ABC Films increased its total revenues from television pro- 
grams distributed to television stations in this country and 
abroad. Domestic sales included many popular shows that had 
concluded their network run as well as other properties. In the 
international area, its programs were sold in over eighty foreign 
markets, 
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During the past year, ABC Films extended its distribution in 
markets throughout the United States of its own production, 
“Virginia Graham's Girl Talk,” the longest running syndicated 
program telecast on a five-day-per-week basis. 


[3542] RADIO 


ABC Radio Network 

The ABC Radio Network. with its 414 affiliated stations, is 
one of four major radio networks in the country. Greater inter- 
est has been shown by the public and advertisers in the radio 
medium in recent years. The ABC Radio Network has bene- 
fited from this development with its sales again exceeding the 
previous year’s level. 

A highlight of its entertainment programming is Don Mc- 
Neill’s “Breakfast Club” which continued to enjoy great popu- 
larity as it completed its 33rd consecutive year of broadcasting. 
The network's coverage of major sporting events, featuring such 
leading sportscasters as Tom Harmon. Chris Schenkel, Howard 
Cosell and Keith Jackson, included the complete Notre Dame 
college football schedule. 


The network has been particularly effective in its program- 
ming of radio network news designed specifically for a growing 
radio audience both in and away from the home. Comprehen- 
sive news coverage was supplemented by a number of docu- 
mentaries which included. for example, “The Eagle and the 
Bear” —a thirteen week series tracing United States and Soviet 
relations since World War II. 


ABC Owned Radio Stations 

The ABC owned Radio Stations, providing both AM and 
FM service, are located in six of the eight leading markets in 
the country—-WABC, New York; WXYZ, Detroit; WLS, Chi- 
cago; KABC, Los Angeles; KGO, San Francisco and KQV, 
Pittsburgh. 

These stations had their best sales year in 1966 and [3543] 
have maintained strong competitive positions in their markets. 
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They have received many awards and commendations for the 
calibre of their local programming and for their constructive 
involvement in community affairs. 

The policy of the stations of broadcasting frequent and 
vigorous editorial viewpoints on issues facing their communi- 
ties has created interest among civic leaders and listeners alike. 
Station KGO in San Francisco was instrumental in creating a 
publicly supported ambulance service for Marin County. The 
station’s editorials also caused legislators to initiate a study of 
the state’s laws regulating ambulance services throu ghout Cali- 
fornia. Some community and social problems of large metro- 
politan areas are often of such magnitude as to demand special 
efforts. Station WLS, recognizing the problem of high schoo! 
dropouts in Chicago and the need to develop employment op- 
portunities for them, enlisted broad community support for a 
major campaign. This program, “Target Dropout,” strongly 
assisted by the Chicago Daily News, was considered one of the 
most outstanding community campaigns ever undertaken in 
that area. 

FM station facilities and programming hours were expanded 
in Los Angeles, San Francisco, Detroit and Pittsburgh in 1966. 
All six Owned FM Stations now schedule programming which 
is distinct from their AM counterpart for at least half of the 
broadcast schedule to comply with new FCC regulations. The 
type of programming offered by the FM stations varies from 
“all news” twenty-four hours a day on KABC-FM in Los 
Angeles to the stereo sound of music and personalities on 
WXYZ-FM in Detroit and KQV-FM in Pittsburgh. 
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presented by Justice Department] 


[3554] BroaDCASTING, THE BUSINESS WEEKLY OF TELEVISION 
anp Rapro, Fesruary 6, 1967, Vou. 72, No. 6] 


Waar ParticipaTiIons Reatty Cost 


NEW RESEARCH SERVICE PEGS AVERAGE PRICES PAID FOR MINUTES 
IN EVERY TELEVISION NETWORK PROGRAM; ALSO REPORTED: 
UPSURGE IN TOTAL NETWORK BUSINESS 


Network television business in January was moving at a 
rate of more than $33 million a week, exceeding $132 million 
in the first 29 days of the month—a total that appeared to be 
well ahead of sales for the full month of January a year ago. 

CBS-TV’s 29-day January total was put at $53.3 million, 
NBC-TV’s at $43.6 million and ABC-TV’s at $35.2 million 
(see table this page). 


A ComparIsoN oF NETWORK TOTALS FOR JANUARY 


Here’s how network television business stacked up for the 
week ended Jan. 29 and for the entire month through that 
date, according to estimates compiled by Broadcast Adver- 
tisers Reports. 

These totals, pulled together from commercial data based 
on monitoring and cost estimates compiled from networks and 
agencies (for program-by-program list, see page 24), show by 
principal day-parts and by full-day totals the estimated reve- 
nues of each network and of the three combined. 

Figures in left-hand column under each heading are for week 
of Jan, 23-29; right-hand figures are for Jan. 1-29. The blank 
in top line of ABC column is explained by an 11 a.m. Monday-— 
Friday sign-on time. 


$23 


BAR estimates of week ended Jan. 29, and cwme for January 1967 (add 000) 


TOTALS 
Day Parts ee 
W/E 1/29 Cume 


Sign-on-10 ALM. M-Fl.... 5 s K 3 $229 $904 $359 
6 $1556 $6, 298 ‘i 1,672 8,075 6, 818 

SIT 3,204 B, BOY 3303, 401 1,725 

Soxte 653 (1,956 8 S41 4, 137 2,405 

7330-11 P.M. MeSn.... 2. 5,906 23, 432 26, 6,120 25,500 18, 082 
11 P.M.-sign-off M-Sn 36 249 3 366 «1,374 440 


Network totals. 2... 8,967 35, 230 a, 9,558 43,571 29,828 132,114 


Totuls may not add due to rounding. 


These estimates were made available last Thursday by Broad- 
cast Advertisers Reports as drawn from a new BAR weekly 
service, based on monitoring, that details corporate and brand 
advertising on a minute-by-minute, network-by-network basis 
and also estimates its cost. The figures represent revenues 
covering both time and talent (before agency commissions). 

BAR also made public, for the first time, estimates of the 
average commercial-minute price being charged on each pro- 
gram on each network—a price list that, reflecting trends in 
progress over the past several years, shows wide fluctuation not 
only among networks but between time periods on the same 
network. (For complete list of price estimates for both night- 
time and daytime programs, see pages 24, 25 and 28). 

Close to Truth—Authorities at all three networks coneeded 
that BAR's average-minute cost estimates were “very close” 
to the prices actually charged. 

They were compiled, according to BAR Chairman Phil Ed- 
wards and President Robert Morris, over a period of months by 
cross-checking—and double checking—estimates gathered from 
both network and agency sources, including in many cases com- 
peting network salesmen and agencies that were offered pro- 
grams and didn’t buy, as well as those that did. 

BAR’s new network service is one of two that sprang up the 
first of the year to replace the single service that had provided 
similar data on network TV advertising in the past. The old 
service was supplied in the name of LNA/BAR as a cooperative 
project of Leading National Advertisers and BAR. When that 
was discontinued, LNA as well as BAR leaped to fill the breach, 
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and both are now providing weekly services that observers say 
are generally comparable. 

The emergence of two services has created a special problem 
for the Television Bureau of Advertising, which subscribed to 
the LNA/BAR service for the figures that TVB regularly makes 
public on network TV advertising and network billings. TVB 
officials said late last week they were still negotiating with both 
of the new services. 

Among the networks, CBS-TV has subscribed to BAR’s new 
service, while ABC-TV and NBC-TV are said to have sub- 
scribed to both BAR’s and LNA’s. 

Comparison—BAR’s estimate of $132,114,400 as total reve- 
nues (net time and talent) of the three TV networks for the 
first 29 days of January may be compared to the LNA/BAR 
service’s estimate of $122,547,500 for the full month of Jan- 
uary 1966—although research authorities asserted that the two 
figures, having been compiled under different auspices, should 
not be regarded as directly comparable. 

They agreed, however, that network business for January 
this year had run ahead of the previous January’s. 

BAR’s report for the full month is due to be published this 
week. BAR also plans to present quarterly as well as the weekly 
and monthly reports. Officials said the weekly reports would 
be distributed on Thursday for the week ended the preceding 
Sunday. 

Its report as of Jan. 29 showed the total divided as follows 
by major day-parts (all times are New York time) : from sign- 
on to 6 p.m., $43,864,000; from 6 to 7:30 p.m., $10,922,000; 
from 7:30 to 11 p.m., $75,519,000, and after 11 p.m., $1,810,000 
(for more detailed breakdown, see table). 

BAR’s estimates of commercial-minute costs for individual 
programs were notable for the variations they showed, not be- 
cause fluctuations are new but because they rarely—and proba- 
bly never—have been made public before in one mass display 
covering the entire schedules of all three networks. 

New Rate System—The policy of pricing different periods 
differently has developed over a period of many years with the 
trend toward the sale of one-minute participations rather than 
program sponsorships. Within the past year all three networks 
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have announced major rate-card overhauls to reflect the changes 
in buying and selling patterns. 


[3555] A Prorusion or Price Tacs on NETWoRK 
MINUTES 


What are advertisers paying for a minute of commercial time 
on the TV networks these days? 

Here, program by program, network by network, daytime as 
well as nighttime, are prices compiled by Broadcast Advertisers 
Reports as part of a new weekly service. The figures represent 
BAR’s estimates of the average cost of one commercial minute, 
including time and talent costs, in each regularly scheduled pro- 
gram, and network authorities say they’re close to the actual 
going prices (also see story page 23). 

The networks traditionally make such prices available to cli- 
ents and prospects “on request” but have never themselves 
made public a full-schedule price list. With a few exceptions 
made necessary by preemptions of regularly scheduled pro- 
grams and one new show introduced later, the figures below 
came from BAR’s report for the week ended Jan. 22; the rest 
came from BAR reports for other January weeks. 


The listings here show prime-time programs—Monday 
through Sunday. They are followed by Monday-through-Fri- 
day, Saturday and Sunday daytime programs. Where specials 
preempted regular programs regular programs are shown in 
parentheses. 


Monday 

6-6:30—ABC Peter Jennings News $9,500. 

7-7:30—CBS CBS Evening News $26,900; NBC Huntley- 
Brinkley Report $21,000. 

7:30-8—ABC Iron Horse $38,500; CBS Guilligan’s Island 
$37,000; NBC Monkees $43,500. 

8-8:30—ABC Iron Horse $38,500; CBS Mr. Terrific $45,000; 
NBC I Dream of Jeannie $46,500. 

8:30-9—ABC Rat Patrol $46,500; CBS Lucy $65,500; NBC 
Captain Nice $30,000. 

9-9:30—ABC Felony Squad $44,000; CBS Andy Griffith 
$56,000; NBC Road West $45,000. 
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9:30-10—ABC Peyton Place I $45,000; CBS Family Affair 
$52.000; NBC Road West $45,000. 

10-10:30—ABC Big Valley $41,000; CBS State of the Union 
Republican View sust. (preempted To Tell the Truth $31,000) ; 
NBC Run for Your Life $41,000. 

10:30-11—ABC Big Valley $41,000; CBS CBS News Special 
sust. (preempted I’ve Got a Secret $31,000); NBC Run for 
Your Life $41,000. 

11:30-12—NBC Tonight $12,300. 
Tuesday 

6-6:30—ABC Peter Jennings News $9,500. 

7-7:30—CBS CBS Evening News $26,900; NBC Huntley- 
Brinkley Report $21,000. 

7:30-8—ABC Combat $37,000; CBS Daktari $43,000; NBC 
Girl from U.N.C.L.E. 339,000. 

8-8:30—ABC Combat $37,000; CBS Daktari $48,000; NBC 
Girl from U.N.C.L.E. $39,000. 

8:30-9—ABC Invaders $44,000; CBS Red Skelton $62,000; 
NBC Occasional Wife $45,000. 

9-9:30—ABC Invaders $44,000; CBS Red Skelton $62,000; 
NBC Tuesday Night at the Movies $41,000. 

9:30-10—ABC Peyton Place II $42,500; CBS Petticoat 
Junction $51,000; NBC Tuesday Night at the Movies $41,000. 

10-10:30—ABC Fugitive $48,000 ; CBS CBS News Special— 
The Italians $35,000; NBC Tuesday Night at the Movies 
$41,000. 

10:30-11—ABC Fugitive $48,000 ; CBS CBS News Special— 
The Italians $35,000; NBC Tuesday Night at the Movies 
$41,000. 

11:30-12—NBC Tonight $12,300. 
Wednesday 

6-6:30—ABC Peter Jennings News $9,500. 

7-7:30—CBS CBS Evening News $26,900; NBC Huntley- 
Brinkley Report $21,000. 

7:30-8—ABC Batman I $40,000; CBS Cinderella $52,000 
(preempted Lost in Space $32.500); NBC Virginian $40,500. 

8-S:30—ABC Monroes $36.000; CBS Cinderella $52,000; 
(preempted Lost in Space $32,500) ; NBC Virginian $40,500. 
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8:30-9—ABC Monroes $36,000; CBS Cinderella $52,000 
(preempted Beverly Hillbillies $57,900); NBC Virginian 
$40,500. 

9-9:30—ABC Wednesday Night Movies $40,000; CBS Green 
Acres $54,600; NBC Bob Hope Christmas Show $85,000 (pre- 
empted Chrysler Theater $50,000). 

9:30-10—ABC Wednesday Night Movies $40,000; CBS 
Gomer Pyle-USMC $55,000; NBC Bob Hope Christmas Shop 
$85,000 (preempted Chrysler Theater $50,000). 

10-10:30—ABC Wednesday Night Movies $40,000; CBS 
Danny Kaye $38,000; NBC Bob Hope Christmas Show $85,000 
(preempted J Spy $45,000). 

10:30-11—ABC Wednesday Night Movies $40,000; CBS 
Danny Kaye $38,000; NBC Barrump Bump Show $60,000 
(preempted J Spy $45,000). 

11:30-12—NBC Tonight $12,300. 
Thursday 

6-6:30—ABC Peter Jennings News $9,500. 

7-7:30—CBS CBS Evening News $26,900; NBC: Huntley- 
Brinkley Report $21,000. 

7:30-8—ABC Batman II $40,000; 


[Federal Communications Commission Exhibit No. J-274; 
presented by Justice Department] 


[3558] American Broapcastine Compantss, Inc. ° 


American Broapcastinc Compantss, Inc. 
AND SuBsipiary CoMPANIES 


PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS, 
JANUARY 1, 1966 


[3559] Price WarerHouse & Co., 
New York, Februry 21, 1966. 
To the Board of Directors of American Broadcasting Com- 
panies, Inc.: 
"In our opinion, the accompanying statements present fairly 
the financial position of American Broadcasting Companies, 
278-719-6751 
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Inc. (parent company) and the consolidated financial position 
of American Broadcasting Companies, Inc. and its subsidiaries 
at January 1, 1966 and the results of their operations for the 
year, in conformity with generally accepted accounting prin- 
ciples applied on a basis consistent with that of the precedin;- 
year. Our examination of these statements was made in accor 
ance with generally accepted auditing standards and aecord-\ 
ingly included such tests of the accounting records and such \ 
other auditing procedures as we considered necessary in the \ 
circumstances. ; 

Price WarerHouse Co. 


[3560] American Broadcasting Companies, Inc. 
[Financial position—P arent company} 


January 1, 1966 January 2, 1965 


United States Government securities at cost (approx 
imate market) and certificates of deposit. 
Accounts and notes receivable less reserves: 


Program rights production costs and advances less 


amortization (see Note B) ace 


Total current assets (excluding the portion of ad- 
vances to subsidiary and associated companies 
collectible within one year) 


Investments and other assets, less reserves: 
Subsidiary companies consolidated (see Note C) 
Associated companies, at cost 
Notes and accounts receivable due after one year. 
Miscellaneous investments (see Note H)-..- 


~. 30,870, 000 
Less—Accumulated depreciation and amortiration.. (12, 277, 000) 


Intangibles, at cost 


Total arxets 
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[3560] American Broadcasting Companies, Inc.—Continued 
[Financial position—Parent company) 


-e————— 


January 1, 1966 January 2, 1965 


-_-_-_ eee 


8861] 
UIABILITIES AND STOCKHOLDERS’ EQUITY 


Current liabilities: ' 
Accounts payable and accrued expenses... $38, 014, 000, 
Federal taxes on income 3, 522, 000 
Notes and mortgages payable within one year. 1,289, 000 


Total current Habilities 
Long-term debt: 
Notes issued under Loan Agreement (see Note E)..- 
Other notes and mortgages. 
Other liabilities: 
Deferred income (see Note F). 
Deferred incentive plan compe: 


RESERVE FOR LOSSES ON COLLECTION OF NOTES HELD BY 
SUBSIDIARY COMPANIES 


Stockholders’ equity: 
Common stock, $1 par value (see Note H)... 4, 682, 000 4, 624, 000 
Capital in excess of par value (see Note 1) 60, 194, 000 58, 676, 000 
Retained earnings (see Note J) 62, 616, 000. 56, 005, 000 


127, 492, 000 119, 395, 000 


$233, 206, 000 $200, 747, 000 
————eeeeeeSeSSSSSSSSSFSSSSSSSSSSSSFFsee 


[3562] American Broadcasting Companies, Inc. 
{Parent company} 


eer SSFSFSSFSFSSFSSFSSSSSSSsSFsFhee 


1965 (52 weeks) 1964 (53 weeks) 


-_—---—eeerererererere———————— 


EARNINGS 
Revenues: 
Television and radio time and program sales, Jess dis- 
counts and commissions to advertising agencies.. 
Dividends from subsidiary companies... 
Dividends from associated companies.. 
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American Broadcasting Companies, Inc.—Continved 


{Parent company] 


a 


1965 (52 weeks) 1964 (53 weeks) 


EARNINGS—continued 
Expenses: 

Operating, selling and administrative expenses. 

Depreciation and amortization of buildings, equip- 
ment and leaseholds 

Interest expense. . .... 

State, local and payroll taxes. 

Provision for Federal income tax which, when added 
to amounts provided by subsidiaries, will aggregate 
the amount estimated on a consolidated return 


Earnings from operations 
Capital and nonrecurring losses, net, after applicable 
Federal income tax. . 


Earnings for the year. 
Retained earnings at beginning of year. 
Less—Dividends—$1.50 per share (1964, $1.20 per share)... 


Rotained earnings at end of year. 


tent RTE ARERR EERE ECE ST nena 


[3563] American Broadcasting Companies, Inc. and subsidiary companies 


{Consolidated financial position} 


a el 


January 1, 1966 January 2, 1965 


United States Government ies, at cost (approxi- 
mate market), and certificates of deposit 
Accounts and notes receivables, less reserv 


Program rights, production costs and advances, less 
+ amortization (see Note B) 
Inventory of merchandise and supplies, at cost or less. 


Total current assets.........----- aecesanacoueseve 
Investments and other assets, at cost, less reserves: 
Miscellaneous investments (see Notes D and H) . 


Deposits to secure contracts. 
Deferred charges......-.----------- pecoovennae 
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American Broadcasting Companies, Inc. and subsidiary 
companics—Continued 


January 1, 1966 January 2, 1965 


$24, 847, 000 
Buildings, equipment and Jeasebolds, at cost. 91,810, 000 
Less—Accumulated depreciation and amortization... (46, 480, 000) 


70, 177, 000 
Intangibles, at cost. . 15, 493, 000 
$226, 640, 000 


[3564] 
LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current Habilities: 
Accounts payable and accrued expenses. $41, 450, 000 
Federal taxes on income. 8, 556, 000 
Notes and mortgages payable within one year... 519, 000 


Total current liabilities. 50, 525, 000 
Long-term debt: 

Notes tssued uader Loan Agreement (see Note E)-.. 42, 500, 000 

~ Other notes and mortgages. 4,059, 000 
Other abilities: 

4, 985, 000 

382, 000 

5,311, 000 4, 006, 000 


133, 105, 000 107, 147, 000 


Stockholders’ equity: 
Common stock, $1 par value (see Note H) 4, 682, 000 4, 624, 000 
Capital in excess of par value (see Note I).. 63, 080, 000 61, 562, 000 
Retained earnings (see Note J).......-.- 61,910,000 53, 307, 000 


129, 672, 000 119, 493, 000 


$202, 777, 000 $226, 640, 000 


es, 
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American Broadcasting Companies, Inc. 


[3565] and subsidiary companies 


1965 (52 weeks) 1964 (53 weeks) 


CONSOLIDATED EARNINGS 


Revenues: 
Television and radio time and program sales, less dis- 
| counts and commissions to advertising agencies... $361, 631, 000 ‘$310, 135, 000 
| Theatre admissions, rentals and vending profits...... 80, 982, 000 78, 891, 000 


| Merchandise and record sales, publishing and other 
yew cwccoccccccceccccccccnscccsccscosccscose 31, 889, 000 


420, 915, 000 


Operating expenses, cost of merchandise sold and sell- 
ing and administrative expenses. ......-----+-----+ 430, 131, 000 382, 160, 000 
Depreciation and amortization of buildings, aie 


7,110, 000 6, 705, 000 
2,395, 000 2, 095, 000 
7, 908, 000 7, 721, 000 
13, 200, 000 11, 215, 000 


460, 744, 000 409, 896, 000 
Exrnings from operations. .......-.+---+-ssseseseseeneene 15, 721, 000 
i Capital and nonrecurring gains (losses), net, after appli- 

cable Federal income tax.............-----sssseneeeeee (156, 000) 177,000 


11, 019, 000 


15, 565, 000 11, 196, 000 


Earnings for the year. 
Retained earnings at beginning of year. 53, 307, 000 47, 623, 000 
—_—_——————s 
68, 872, 000 58, 819, 000 
| Less—Cash dividends—$1.50 per share (1964, $1.20 per 
share).......---..-ceee-eees. 6, 962, 000 eM §, 512, 000 
Retained earnings at end of year... $61, 910, 000 $53, 307, 000 


[3566] American BroapcasTING ComMPANIES, INc.—NOTES 
TO Financiau STATEMENTS JANUARY 1, 1966 


NOTE A—CONSOLIDATION POLICY 


The consolidated financial statements include the accounts 
of the Company and all domestic subsidiaries owned 75% or 
more. 


NOTE B—PROGRAM RIGHTS, PRODUCTION COSTS AND ADVANCES 


Program rights, production costs and advances represent 
principally the amounts paid less the amounts charged to oper- 
ations on the basis of use for network programs, by systematic 


833 


amortization over the rental periods for local station programs, 
and proportionately on the basis of earned revenues to estimated 
ultimate revenues for costs of programs distributed to others. 


NOTE C—INVESTMENTS IN SUBSIDIARY COMPANIES 
CONSOLIDATED 


Investments in subsidiaries acquired at inception of the Com- 
pany are principally carried at the net underlying book value 
at such date. Investments in subsidiaries partly owned at in- 
ception of the Company which have since become wholly owned 
and investments in other subsidiary companies are carried at 
cost. , 

NOTH D—MISCELLANEOUS INVESTMENTS 


Miscellaneous investments in the statement of consolidated 
financial] position included $1,204,000, the carrying value of un- 
liquidated investments in certain theatres sold since the incep- 
tion of the Company. The sales prices aggregating $8,042,000, 
of which $6,378,000 remained uncollected, are payable in in- 
stalments, mainly in variable contingent amounts, to 1981. The 
difference between the uncollected portion and the carrying 
value represents a contingent profit which will be reflected in 
earnings proportionately over future years as’additional instal- 
ments of the sales prices are collected. 


NOTE-E—NOTES ISSUED UNDER LOAN AGREEMENT 


Under the loan agreement of March 25, 1965, an additional 
$9,000,000 will be taken down on July 1, 1966. The notes bear 
interest at 4.55% per annum and are payable semiannually, 
$1,250,000 to January 1, 1971, $1,625,000 to January 1, 1985 
and. $10, 750, 000 on July 1, 1985. 


[3567] NOTE F-—DEFERRED INCOME 


In 1958 the Company sold to a consolidated subsidiary, at 
par,.an account receivable (arising from a sale in.a prior year) 
of which $1,730,000 remained unpaid at January 1, 1966. The 
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t profit on this sale, $1,549,000 at January 1, 1966, is 
. the statement of financial position of the Company 
r liabilities—deferred income and will be taken into 
vs of the Company proportionately as payments are 

the subsidiary on account of the sales price. The 
‘x obligated to reacquire from its subsidiary any un- 
1 of the receivable in the event of default. 


(G—-DEFERRED INCENTIVE PLAN COMPENSATION 


l e Plan, the amount (based on earnings) to be cred- 
ited to the reserve, the employees who are to participate and the 
amount of incentive compensation awards are recommended by 
the Key plovees Incentive Plan Committee and determined 
I rity of the members of the Board of Directors who are 

to receive awards. In May, 1965, the stockholders 
approved an amendment to the Plan to provide that all or part 
of the amount contingently credited to an employee could be 
credited in shares of Common Stock of the Corporation and that 
the Company may accumulate treasury stock for this purpose. 
The balance at January 1, 1966 represents the deferred amounts 
credited to the participants and the unallocated reserve, less 


estimated applicable reduction in future Federal income taxes. 


NOTE H—COMMON STOCK 


At January 1, 1966, there were 10,000,000 shares of common 
stock authorized. Of 4.681.896 shares issued, 11,030 shares, at a 
cost of $628,202 included in miscellaneous investments, are held 
in treasury for the purposes of the Key Employees Incentive 
Compensation Plan. 

Under stock option plans, 336,883 shares of common stock 
are reserved for issuance to employees. Under the Qualified 
Stock Option Plan, which was approved by the stockholders on 
May 18, 1965, there were options outstanding on January 1, 
1966 for 142,500 shares at prices ranging from $54.50 to $67.625 
per share. The options are exercisable during a period of five 
years from date of issuance cumulatively to the extent of 25% 
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of the number of shares at the end of each of the first, second, 
third and fourth years from date of issuance. Options for an 
additional 107,500 shares may be granted. 

Under the Restricted Stock Option Plan, which was termi- 
nated on May 18, 1965, there were options outstanding on Jan- 
uary 1, 1966 for 86,883 shares at prices ranging from $23.041 
to $44.204 per share. The options are exercisable during a period 
of seven years from date of issuance cumulatively to the extent 
of 25% of the number of shares at the end of each of the second, 
fourth, fifth and sixth years from date of issuance. During 1965, 
options for 58,348 shares were exercised at prices ranging from 
$23.041 to $40.754 per share. 


NOTE I—CAPITAL IN EXCESS OF PAR VALUE 


During the year, capital in excess of par value increased by 
$1,518,000 representing the excess of proceeds over par value of 
common shares issued upon exercise of stock options. 


[3568] NOTE J—RETAINED EARNINGS 


The loan agreement provides certain restrictions on the Com- 
pany in declaring or paying dividends (other than in shares of 


capital stock of the Company) or in making any purchase or 
redemption of capital stock of the Company. Of the consoli- 
dated retained earnings at January 1, 1966, approximately 
$25,000,000 was not so restricted. 


NOTE K—RETIREMENT PLANS 


During 1965, $963,000 was charged to consolidated opera- 
tions under contributory retirement plans established in 1964 
and 1965 covering the employees of the Company and certain 
of its consolidated subsidiaries. The Company and its consoli- 
dated subsidiaries are funding the past service cost over a pe- 
riod of thirty years from inception of the plans. As of January 1, 
1966, the unfunded past service cost was estimated at 
$6,200,000. 


836 


It is contemplated that during 1966 additional contributory 
retirement plans will be adopted covering employees of certain 
other consolidated subsidiaries. It is estimated that the un- 
funded past service cost of such plans, to be funded over thirty 
years, will be $5,500,000 and the annual cost $515,000. 

The Company and its consolidated subsidiaries also charge 
to operations the payments required to be made to various union 
retirement funds in accordance with the applicable collective 


bargaining agreements. 
NOTE L—LONG-TERM LEASES 


Minimum annual rentals under 314 leases for real property 
in effect at January 1, 1966 amounted to $7,126,000 for the 
Company and its consolidated subsidiaries, which is summarized 
according to lease expiration periods: 1966-1968, $1,162,000; 
1969-1973, $2,100,000; 1974-1978, $1,142,000; 1979-1983, 
$506,000 and subsequent to 1983, $2,216,000. The foregoing 
includes rental for the Company’s new headquarters building 
under a lease which became effective January 1, 1966. The Com- 
pany will become the owner of the ground lease and the build- 
ing, if it exercises a purchase option which it holds. Total rent, 


including rentals based on a percentage of receipts, charged to 
operations in 1965 amounted to $6,850,000. 


NOTE M—CONTINGENT LIABILITIES 


There are contingent liabilities under pending litigation, in- 
cluding antitrust suits to which some of the companies in the 
motion picture industry are also defendants. 

The Company has guaranteed a $3,150,000 bank loan to an 
associated company, whose other stockholder is feeceneile to 
the Company for one half of the guarantee. 

The Company has an obligation to the sellers of The Prairie 
Farmer Publishing Company measured by a percentage of earn- 
ings ofthat company and its subsidiaries over the next three 
months. Any payment will represent additional intangibles not 
presently subject to amortization. 
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[3569] NOTE N—MERGER 


On February 14, 1966, the Buards of Directors of American 
Broadcasting Companies, Inc. and International Telephone 
and Telegraph Corporation approved a contract covering the 
merger of the two companies. 

Under the agreement of merger, ITT will issue .5719 of a 
share of common stock and .5719 of a share of new convertible 
preference stock for each share of ABC common stock. The pref- 
erence stock will be convertible on a share-for-share basis into 
ITT common stock and will carry a dividend, which is cumu- 
lative, equal to twice the dividend on ITT’s common stock, but 
not less than $2.40 per share. This new convertible preference 
stock cannot be called for ten years. In the eleventh year, the 
initial redemption price is $150 per share and will decrease 
thereafter at the rate of $5 each year to a minimum of $100. 
There are also antidilution provisions. 

The consummation of the merger is subject to the approval of 
the stockholders of each company, the Federal Communica- 
tions Commission and obtaining a favorable tax ruling. 


[Federal Communications Commission Exhibit No. J-286; 
presented by Justice Department] 


[3601] Sepremser 7, 1966. 
Personal 
Memorandum to Mr. Gerrity. 

Nep: Talked with Leonard Goldenson this morning and he 
has in mind approaching some individuals for his Board from 
time to time as people retire. 

He suggested, and we agreed, that he would let us have any 
of these names before there is any commitment so that any 
embarrassment could be avoided if there were any problems. 

Two names which he has suggested are: 


Bernie Mason, President, Union Carbide 


Charlie Fisher, Jr., President, Detroit National Bank 
Would you get a rundown on both of these people so that we 
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can see what their tie-ins and connections are, so we can judge 
any problems, and any other information you can pick up. 
H. S. GENEEN. 


[Federal Communications Commission Exhibit No. J-289; 
presented by Justice Department] 


[3605] Tere’s Extra VaLve in AN ABC-TV Home 


NIELSEN NATIONAL OCTOBER 11 REPORT 


Hal Gencen—In keeping with our philosophy of the young family approach— 
Leonard 


When you stack up the typical viewing home on all three net- 
works, ABC-TV’s has a decided marketing plus: Jt’s younger 
by every measurement. And, as every astute advertiser knows, 
it’s the younger home that purchases and consumes more of 
most products. 

ABC-TV delivers network television’s highest incidence of 
these prime consumers, according to the latest Nielsen national. 
This holds true for both men and women in both younger cate- 
gories—18-34 and 35-49 years of age. 


Viewers per 100 homes Monday-Sunday, 7:30-11 pm all commercial time period 
ABC CBS NBC 


Women; 


Other individual program “younger” highlights in the report 
include: 

ABC’s SUNDAY NIGHT MOVIE is the top-ranked pro- 
gram among women 18-49 for the second consecutive national 
report. It is also second-ranked among younger men. 
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{Federal Communications Commission Exhibit No. J-290; 
presented by Justice Department] 
Rodert HL Kenmore 
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FIRST CHOICE 


Nietsen Television Index 
Two Weeks Ending Oct. 9, 1966 
The new Nielsen Television Index! (NTT, fc. I) includes audience composicion daca for the fire 
time. These data show ABC-TV leading che compecicion in several important reepecte: 
Riche: ent ration of Young Adulce 3-9) 


An “ABC-TV home" 1 worth more to the advertiser seaking to reach younger adults -- the people 
tovard whom prime time advertising budgete are primarily directed, 


woeee 15.5% more than the "CBS home" 
seneee! 3.4%: more than the "KIC howe” RECEIVED 


Sundays 7250-11300 OCT.3 i 1985 


LEONARD H. GuLosason 


18-49 


Que_in Front Among the Top 40 WII, Occ I, ‘66. 


An aven more significant indication of ABC-TV superiority in delivering this key market cate- 
,sory ie ite dominance among the top 40 programs. ABC-TV has more program: in tha top 40 in 


terms of sccual viewers 16-49: 
Top 40 Programs 
Adulte 18-49 


NII, Oct. I, .°66 
The ABC programs in the top 40 and their young adult sud{ences (000 omited) include: 
Sunday Might Movie (16,530), Rat Patrol (12,070), The FBI (11,560), Bewitched (11,200), The 
Teloay Squad (10,860), Voyage co the Bottom of che Sea (10,230), The Fugitive (9,560), That 


Girl (9,260), Irom Morse (9,260), Peyton Place (Mon.) (9,210), Combat (9,130), Pruitts (9.030), 
Peyton Place (Wed,) (8,840), F Troop (8,780), Love on A Rooftop ($,680), Big Valley (8,650). 


ABC-TV BALES CRVELOMMENT 


[Federal Communications Conimission Exhibit No. J-298; 
presented by Justice. Department] 


([3681] Haz GeNnEEN: Ist national Nielsen—We are close be- 
cause of River Quai—our estimate—we will be close on 30 mar- 
ket for remainder of this year—but about 2) rating points be- 


BEST COPY AVAILABLE 
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hind nationally. With changes in January we will close the 
gap on a national basis—and possibly pull ahead on 30 market. 

LEONARD. 
[3682] 


AU commercial time periods—Monday-Sunday, 7:30-11:00—Nighttime trend 


Period ending 


Woek 2 advance premier, 7. 28 
Sept. 2 1966: 
Week 1 premier, 2.7 8. 32.4 
33.1 7. 31.2 17.9 


September 2 vs. previous year—all commercial time periods, Monday-Sunday, 
7:30-11:00 P.M. 


Period ending 


17.9 318 
181 31.8 


Nights of the week average rating, all commercial time periods 
ABC CBS NBC 


19.6 18.7 : 16,7 
Tuesday... z 17.2 16.7 : 19.6 
Wednesday coe 15.8 19.9 19.9 
Thursday... Sis 15.8 : 19.7 17.0 
Friday..... : 13.7 18.0 
Saturday. . 7 15.5 18.8 
Sunday. < £7.0 14.5 
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*CBS-NBC tie on Wednesday. 


[Federal Communications: Commission, Exhibit No. J-300; 
presented by Justice Department] 


[3690] Ocroser 6, 1966. 


Memorandum for Mr. A. E. Cookson. 
From: E. E. Benham. 
Subject: ABC Facilities. 
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During September a number of meetings were held with the 
engineering groups at ABC. The main purpose of these meet- 
ings was to gather information leading toward an over-all 
facilities plan as well as a determination of the money 
requirements, 

The major problem appears at this point to have been that 
the lack of over-all planning was apparently lost in the require- 
ments for day-to-day operations and expansion. Since May 
1965 ABC has spent $32 million for production and technical 
facilities. This date was when conversion to color became pre- 
dominant. This figure includes charges for building construc- 
tion when it was specifically for production purposes. Of the 
commitment, to date, a total of $18.5 million has been paid out 
and the balance of $13.5 million is still in commitment but not 
yet extended. It will be difficult to set up a complete master 
plan until more is known about the program and production 
requirements of the company. 

On October 5th, a meeting was held with the vice presidents 
of operations and facilities and the first step of the master plan 
was agreed upon. It is a technical facilities building in the 66th 
Street complex which will eventually house all of the central 
technical services for production operations. This building is 
estimated at approximately $5 million and an estimate of the 
technical equipment cost is in preparation. A specific proposal 
is being drafted by the engineers to submit to the ABC Board 
of Directors because if this building is to be completed by the 
summer of 1967 allowing complete usage for the Fall program 
schedule, it must be committed in the very near future. 

[3691] Meetings will continue for the purpose of concluding 
a master plan which will be agreeable to the parties involved. 
It is anticipated that any long term plan will undergo modifi- 
cations, however, if the goal can be established and the aim 
generally kept constant, a more efficient and economic conver- 
sion to color and general upgrading of facilities can be 
accomplished. 

E. E. Benpam. 
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[Federal Communications Commission Exhibit No. J-302; 
presented by Justice Department] 


[3693] Sx1arRon ELECTRONICS & TELEVISION CorpP., 
May 18,1965. 

Mr. Syivester L. WEAVER, Jr., 

President, Subscription Television, Inc., 

New York, N.Y. 

Dear Par: This confirms appointment with Robert Chason, 
President, Federal Electric Company (Division—I.T.T.), Pa- 
ramus, New Jersey, Monday next, May 24th, at 2 P.M. 

As arranged I will have the car in front of our building at 
1 P.M., which should enable us to arrive at Paramus ahead of 
schedule. 

During my visit to Federal Electric last Friday (May 14th), 
Bob Chason was very optimistic for the future of Subscriber- 
Vision (Pay-TV), and John Black, Vice-President in Charge 
of CATV Operations, agreed that CATV cables (and sub- 
scribers) were a natural conduit and eventual network of re- 
ceivers, for Subscriber-Vision. : 

Joseph Pospisil, Executive Vice-President and Comptroller 
of Kellogg Credit Corporation (a subsidiary of I-T.T. which 
processes all monetary commitments) and four other Vice- 
Presidents of various I.T.T. divisions, expressed the opinion 
that CATV and Subscriber-Vision should mutually comple- 
ment each other. 

When I spoke to Freddie Ford, President of NCTA recently, 
he said he was very well aware of the affinity between CATV 
and Subscriber-Vision and would make every effort to keep it 
that way. 

Best wishes. 

Sincerely, 
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[3694] [Federal Communications Commission Exhibit No. 
J-303; presented by J ustice Department] 


MEMO FROM ARTHUR LEVEY TO FILE 
NEGOTIATIONS—ITT (FEDERAL Execrric) May 26, 1965 


As you know, I have been negotiating with ITT, via Robert 
Chasen, President of ITT’s largest US. division, Federal Elec- 
tric at Paramus, N.J. Just two days ago (May 24th) I brought 
Pat Weaver, President of STV, over to meet with Robert 
Chasen, President, Carl Pansegraw, Vice-President in Charge 
of Finance and John Black, Executive in Charge of all CATV 
Activities for ITT. Our conference commenced at 2PM and 
ended at 4:05 PM. I am pleased to report that we met with 
quite an enthusiastic reception. We were told that in the opinion 
of ITT’s engineers, the Skiatron system, for a large-scale com- 
mercial operation in Pay-TV, with its unique Central Billing 
and two-way communications capability that monitors all the 
subscribers and automatically obtains a reply signal that regis- 
ters on a tape at Central Billing Headquarters for immediate 
processing by our computer, was far superior to either Zenith’s 
over-the-air system of subscription-TV, which is subject to the 
usual deficiencies of any broadcast television system in respect 
to certain areas where reception is degraded and therefore ac- 
counts for the rapid spread of CATV across the country, but 
it was also definitely superior to Paramount’s Telemeter cable 
system, with or without a cash box and also a tape that had 
to be collected and processed, since Zenith’s and Telemeter’s 
systems are both what may be termed one-way systems and 
only Skiatron’s Subscriber-Vision cable service with its unique, 
patented world-wide advantages is the only two-way system 
which resembles Telephone Company technique with respect 
to billing, etc. 

We were told that the Skiatron system should fit in extremely 
well with ITT’s plant manufacturing facilities in the United 
States and foreign countries where ITT have been established 
successfully for many years, and it was also indicated that they 
could be very interested in STV’s cable grid in Los Angeles and 
San Francisco with respect to @ possible CATV conversion with 
the Skiatron response circuitry to remain, insofar as possible, so 

278-719 —67 62 


844 


that it could be switched over to Pay-TV, as soon as the Cali- 
fornia court issues its decision, which we are hopeful will state 
that the Referendum was ‘unconstitutional’. 

[3695] Pat Weaver handed to Chasen and Carl Pansegraw, a 
number of books giving details of the financial expenditures 
made in establishing our exclusive U.S. licensee’s operations in 
Los Angeles and San Francisco, and it was suggested that the 
ITT people would require approximately a week to digest the 
figures and the projections left by Weaver for a report to the 
Park Avenue office (headquarters) and that another meeting 
with Weaver and me be arranged shortly thereafter. 

You will realize, of course, that in a growth situation like 
ours (Pay-TV and CATV), we always have need of power- 
ful partners and good technical manpower with outstanding 
mass production facilities, which ITT have, both in the United 
States and foreign countries. It would be a ‘natural’ association 
for both companies. 


WHAT ATTRACTS SKIATRON TO ITT? 


For the past 23 consecutive quarters, Harold Geneen, Presi- 
dent of ITT, has steered an: unwavering course of growth for 
0 bd Be 

Today, more than one and one-half billion dollars big, and 
still growing, shows that Geneen’s ideas are firmly fixed on the 
future. ; 

And that future should include for ITT, the really vast po- 
tential of Pay-TV and CATV, including the Skiatron system’s 
integration as a supplementary service, over one or more of the 
‘unused’ channels of CATV cables, including the number of 
CATV operations already owned and controlled by ITT, since 
in our opinion, Pay-TV and CATV’s interests will eventually 
become almost indivisible. There are already more than 60,- 
000,000 television sets installed in the United States and more 
than 80,000,000 installed in the rest of the free world (see U.S. 
Factbook—1965). 

ITT—GILFALLEN 


The Gilfallen Company in its premiere years, used many 
Skiatron dark trace tubes in their GCA system. Gilfallen could 
obviously benefit from an ITT interest in Skiatron, who own 
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and control the Skiatron patents and it may be possible to inter- 
est Gilfallen to try and develop, design and manufacture a desk- 
top instrument with Skiatron tube components, to be used for 
long distance information transmission, that would allow an 
executive in one part of the country to view on a screen, infor- 
mation from another part, then by pushing a button, receive a 
permanent copy of the information for his files. 

Of course I also advised the ITT people that the Skiatron sys- 
tem had delivered crystal-clear pictures in both color and mono- 
chrome, to thousands of subscribers in Los Angeles and San 
Francisco, with reception far superior to ‘broadcast’ programs. 

I also made clear that the exclusive U.S. licensees of Skiatron, 
STV, were the first subscription television company established 
on a full-scale [3696] commercial basis anywhere in the world, 
and to date, the only subscription television system in the world 
that has transmitted television programs in color as well as 
monochrome to-many thousands of subscribers. Moreover that 
integration with CATV operations, either regional or national 
networks, would easily be accomplished, if and when deemed 
desirable. 

I stated that the Skiatron patents include electronic means 
for automatic Central Billing of gas, electric and water meters, 
which when fully developed, could effect huge economies for 
gas, electric and water utilities, with royalties flowing to both 
STV and Skiatron. 

The ITT executives realize that only the Skiatron system 
would provide almost instantaneous reports of ‘gross receipts’ 
for program-suppliers, and an accurate, fast ‘rating’ on pro- 
grams, because.the Skiatron system monitors all subscribers and 
the results are processed by our computer at Headquarters with 
detailed print-outs available almost immediately. 

I had already written to Robert Chasen, President of Fed- 
eral Electric, under date of May 21, 1965, confirming the ap- 
pointment with Pat Weaver and me, and mentioned the recent 
ruling (May 20th) by the Superior Court of California, that the 
Referendum was ‘unconstitutional’. 

I told Chasen that we were confident the California Supreme 
Court would reaffirm that ruling if the Secretary of State of 
California appealed and in that event I do believe that the 
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timing would be right for ITT, together with STV and Skiatron, 
to extend Pay-TV operations to the heavily populated areas of 
the Eastern seaboard, including New York, Philadelphia, 
Washington and Boston. 

I also mentioned the possibility of a private CATV-Pay-TV 
operation in Puerto Rico, where ITT controlled the local tele- 
phone company and I am advised that they expect soon to 
establish a CATV in San Juan and add Pay-TV, possibly via 
Skiatron. 

Of course I emphasized the supplementary income that would 
be so helpful to Pay-TV, from the ‘unused’ channels of CATV 
cables, who already include several million subscribers, condi- 
tioned to paying for television programs including commercials. 

I referred to Skiatron’s agreement with Tolvision Interna- 
tional, Inc., our exclusive licensee for the entire free world (out- 
side the USA), which is under exclusive agreement to STV. 

I mentioned the petition which we had pending with the 
Board of Estimate and that the New York Telephone Company 
has prepared a special report for Skiatron on the Forest Hills- 
Rego Park area and that the densities are excellent for CATY, 
because 150 square blocks includes more than 25,000 apartment 
units, and the median income of the residents in that [3697] 
area averages $10,175. 

I referred to Skiatron’s tax-loss carryforward, which is in ex- 
cess of $2,000,000, and I also mentioned the fact that we have 
250,000 warrants in the hands of James A. Mulvey as nominee 
for Walter O’Malley of the Los Angeles Dodgers for the stock 
at $5.00 per share, and since O’Malley and Mulvey paid 
$25,000 cash, the total of $1,225,000 will flow to Skiatron’s 
treasury in the event of the exercise of these warrants. 

I referred to Skiatron’s potential, apart from Pay-TV, and 
that among the patents and patent applications owned by Skia- 
tron world-wide, there are several which should be of consider- 
able interest to various ITT divisions, and that these patents, 
when fully developed. may prove to be among Skiatron’s sig- 
nificant assets. 

Yesterday, May 25th, I brought Dick Hemingway (Director 
of STV) to meet with several of the ITT executives at Federal 
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Electric, Paramus, N.J., to discuss a possible ITT interest in a 
CATV at Montreal, Canada, and we left full reports describing 
the details of the operation for study by ITT. 


[3698] Dieirron-ITT Device, June 22, 1965 


John Black, Vice President of Federal Electric (Division of 
ITT), just told me on the telephone this morning that one 
of their physicists has invented a new device called the Digi- 
tron which Black claims can “revolutionize” the Pay-TV in- 
dustry and also the “rating” services as well. 

According to Black, it should work perfectly with a system 
such as Skiatron, since it eliminates the need for a feed-back 
so that the Skiatron system would require simply one coaxial 
cable instead of as at present, two cables for the response 
circuitry. 

Black states that when used on existing or future CATV 
cables, the device would not require any additional coaxial 
cable because the “reply line” would be replaced by the Digi- 
tron device itself which develops pulses up to 1000 units. 

Black states that they feel it would also be a perfect device 
to replace the existing rating systems now used by the networks. 

Black mentioned that Charles Clements is arriving tomor- 
row morning to spend the day at Paramus, to discuss the use 
of this device for Pay-TV utilizing the Skiatron system for 
Puerto Rico-Montreal-USA and anywhere else internationally 
where the system could be installed. 

Black asked me to telephone him at 12 noon tomorrow, at 
which time he expects Bob Chasen will be back so that we 
can make a further appointment to meet at Paramus and make 
progress on all these various items. 

(To J. J. Blumberg) : 

P.S.—If the Digitron device performs as claimed, it should 
be very useful in facilitating the development of a means for 
the ‘automatic’ reading of gas, electric and water meters, as 
disclosed in the basic Skiatron Subscriber-Vision patent. 
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[Federal Communications Commission Exhibit No. J-305; 
presented by Justice Department] 


[3699] From: Arthur Levey. To: File. (Copies to: P. A. 
Levey, John Ellard, F. V. Quigley, T. F. O’Brien, Kurt Widder, 
Julian Jawitz) 

Subject: Meeting—June 24, 1965—Attended by John Black, 
Vice-President of Federal Electric Corporation. Date: June 
25, 1965 

At dinner at Quo Vadis last evening, attended by Mr. and 
Mrs. John Black, Charles Clements, consulting engineer, who 
had also previously acted for the Canadian group of Montreal, 
also Dick Hemingway and JI, discussed the situation during 
dinner and it was agreed by all parties that the proposed project 
now in negotiation, should prove mutually beneficial for all 
concerned. 

Clements stated that all components for success are available, 
as to the CATV from M. Germaine, the Alouettes from Ted 
Workman, including Les Canadiens, the huge new stadium 
which can originate and provide top sports and other events as 
a sort of Madison Square Garden, and it is firmly believed that 
practically all of the other CATV’s already including more than 
87,000 subscribers in Montreal alone can be merged into one 
huge company with a potential (according to Clements) of 
approximately 1,000,000 TV subscribers in Montreal and its 
environs, which again, according to Clements, would form the 
largest CATV operation in the world. 

It could then be expected to expand to Toronto-Quebec 
and Vancouver, so as to cover the principal cities in the Do- 
minion of Canada. 

John Black mentioned that ITT had developed a new inven- 
tion known as a Digitor, and Clements stated that he was fa- 
miliar with the theory and believed it should be a tremendous 
money saver for the Skiatron system by eliminating the neces- 
sity for any ‘playback’ lines and should wore perfectly over any 
solid-state CATV. 

Clements said it should save approximately $500 to $1,000 
per mile for response circuitry and lines which might otherwise 
be necessary (in his opinion). 
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Clements also stated that the Puerto Rico area of San Juan 
and the hotels where most English-speaking people live, should 
be used as a pilot operation by ITT to get the ‘bugs’ out of the 
Digitor when used with the Skiatron system, and he also recom- 
mended that ITT, who control the telephone service in Puerto 
Rico should start in that area with an 800-line system of Pay- 
TV, for which he states the camera and monitor hardware is 
already available today, and that the resulting TV pictures 
would be far higher and better definition than the present 
[3700] 525-lines of which only 350 lines are receivable. 

Clements said ITT had several divisions in various countries 
that could easily build and mass produce the necessary hard- 
ware including TV receivers to accept 800 lines, and sell them 
to the public for no more than approximately $150. for a 19 
to 21 inch picture, as the first genuine advance in TV receivers 
since television inception in 1946 (19 years). Clements says the 
present TV monitors in broadcast studios already do 800 lines 
and only cost about $250. or $300. made in very small quan- 
tities, and that ITT could easily tool up and sell them for ap- 
proximately $150. each. 

According to Clements, any members of the public viewing 
the 525 line broadcast picture alongside of the 800 lines picture 
coming by wire, would be absolutely astonished by the tremen- 
dous difference in the picture quality. 

Clements reminded us of the enthusiastic reception of the 
STV-Skiatron system over cables to more than 7,000 subscrib- 
ers in the Los Angeles and San Francisco areas, where the black 
and white pictures were called a new kind of television, and 
the color TV declared to be almost stereoscopic. 

Clements also said that our CATV operation in Forest Hills 
and Rego Park with such high densities of over 25,000 apart- 
ments within 150 square blocks, should have a profitable oper- 
ation and a nucleus for expansion, with the Lefrak area of 
10,000 more apartments adjoining, and over 900,000 apartments 
in the whole of Queens (twice as many as on Manhattan 
Island.) 

I told John Black that to put things in their right perspective, 
there is no such thing as the STV system—and Skiatron has 


$50 
a 90-year deal with STV as exclusive licensee of the Skiatron 
system in the United States, and since STV arranged the mass 
production of the hardware by Lear-Siegler, under supervision 
of Skiatron’s engineers and each unit is stamped with the US. 
Patent No.’s of Skiatron, we do not object to calling it STV- 
Skiatron system. 


[Federal Communications Commission, Exhibit No. J-307; 
presented by Justice Department] 


MEMO FROM ARTHUR LEVEY TO FILE 


[3702] TELEPHONE CONVERSATION WITH 
Joun Buack (Feperat Exec.) Sepr. 15, 1965 


I telephoned John Black of Federal Electric at 5:05 PM this 
afternoon and John said that Bob Chasen and he had prepared 
a report on Skiatron several weeks ago and circulated it to 
Geneen, President of ITT, and also all heads of the various 
diivsions—bu through an error of delivery—Geneen didn’t get 
his copy until yesterday. 

John said it was a favorable report, principally on Skiatron, 
and also mentioned STV, but put more emphasis on Skiatron. 

John expects that Dr. Thornton, Technical Administrator for 
ITT, who visited Skiatron on September 9th, would soon add 
his report on Skiatron. 

John said they are now negotiating confidentially with a 
large city in the United States, to establish a combined CATV- 
Pay-TV operation, and that they have the Skiatron system in 
mind—also they are starting an information service in Puerto 
Rico, where ITT are the official telephone utility and will add 
Pay-TV soon after. 

John said if he were not working for ITT, he would now be 
promoting Pay-TV because he is absolutely certain it will soon 
get started and rapidly become one of the leading growth indus- 
tries in the United States and foreign countries where tele- 
vision is popular. 

John thinks the timing is right as of now for Pay-TV and 
he also suggested that it would be wise to look into the prospect 
of miniaturizing the Skiatron Program-Selectors to be used in 
the home and reduce the box to a fraction of its present size. 
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John states that ITT have an organization for that purpose 
in Nutley, New Jersey, called “The Minimin” division under 
Sven Dodington as Vice President. John was amazed when I 
told him that I had brought Dodington here from London with 
another engineer, Duggan, and a physicist called Mortlock, 
back in 1940, and since the war was then on and when the 
British Consul insisted 


[3703] 

that all three engineers return to England, I was able to 
persuade the British Consul in New York to permit Dodington 
to remain, since he had married an American girl, and by get- 
ting Dodington a job at ITT through Joseph Swan, head of 
the brokerage firm, Kaydon, Stone who later became one of 
my three directors, when Paramount, 20th-Fox and General 
Precision Equipment Corporation were my partners. 

John suggested I telephone Dodington to arrange for him 
to inspect a Program-Selector for miniaturization. 

John tells me that Dr. Busignies is still head of Dodington’s 
Lab and is personally enthusiastic about Pay-TV, according to 
John. 

T recalled having met Busignies several times many years ago 
when he came to the Skiatron lab to view the Ultrasonic sys- 
tem which had then been assembled with the aid of Dodington 
in the evenings, and also Saturdays and Sundays when Doding- 
ton came to New York to help in the assembly of the appa- 
ratus. : 

John tells me the President of Dodington’s division is Dr. 
Jim O’Connell. 

John suggests that I prepare a memo for the meeting with 
Geneen and emphasize the possibilities of manufacture for 
Pay-TV on an ever-increasing scale, and especially for ITT’s 
new plant just established in Arkansas. 

John had to leave off at that point and promised to tele- 
phone me tomorrow to continue the discussion. 
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[¥ederal Communications Commission Exhibit No. J-309; 
presented by Justice Department] 


[3707] Sxratron Execrronics & TELEVISION Corp., 
October 5, 1966. 

Mr. 8. H. DopinerTon, 

Vice-President, Federal Laboratories, 

Nutley, NJ. 

Dear Doppre: As suggested by you in our telephone con- 
versation last Friday, September 24th, we have shipped a Pro- 
gram-Selector directly to Jimmy Valentine at your lab, and 
understand that you have briefed him. 

Pat Weaver's secretary tells me that they will mail you a 
schematic today, and if there is any other information required 
Jimmy Valentine or you, please contact us. 

We were very interested to hear that it is your belief that the 
present Program-Selector can be reduced by miniaturization to 
about one-tenth its present size, but that you want to determine 
whether servicing would be a problem. 

As you know, the STV-Skiatron Subscriber-Vision Central 
Billing System is capable of transmitting three television pro- 
grams simultaneously in full color as well as compatible black 
and white, with a degree of visual and aural fidelity that is not 
approached by broadcast television, and the two complete In- 
terrogation Centers which we established in Los Angeles and 
San Francisco (via STV), demonstrated the unique advan- 
tages which the STV-Skiatron system has in recording usage by 
subscribers. 

Because our system pre-empts a basic respond-back area, it 
is unlikely in our opinion that other hardware can be developed 
on a scanning method that will not infringe on our patents. 
Therefore, as our country becomes cabled with various CATV 
and MATV grids, we feel quite certain there will be a huge 
demand for franchises for the STV-Skiatron systems, especially 
from CATV operations which can easily utilize the STV-Skia- 
tron system as a ‘supplementary’ service over the same cables, 
which should eventually make available hundreds. [3708] of 
thousands of subscribers for Pay-TV out of the more than two 
million households that have already subscribed to CATV and 
are therefore already conditioned to paying for television pro- 
grams. 


853 


You will be interested in the fact that penetration of the po- 
tential market in the areas wired in Los Angeles and San Fran- 
cisco was substantially as anticipated, the quality of program 
reception was superb in both color and black and white, and 
not a single subscriber is known to have cancelled the service 
because of dissatisfaction with it. 

We-do believe that it is essential to focus sales efforts initially 
upon concentrations of high-rise, high-income apartment houses 
such as those found on the East side of New York City and the 
North side of Chicago, and in particular to integrate our STV- 
Skiatron system with existing CATV cable operations as and 
when deemed desirable. 


20-CHANNEL CATV 


It is said that with the 20-channel systems now coming on the 
market, a CATV could provide the following service: 10 chan- 
nels of black and white and color commercial programing ; three 
channels of subscription television, in black and white and color; 
one channel of telephone-TV use by the telephone company; 
and six channels for local cable television stations providing 
local public service programing. 

In reviewing ITT’s multiple activities, it would appear that 
they already have the facilities to manufacture on an increas- 
ing scale, all of the various components essential to our system, 
including Interrogators and Program-Selectors, etc. 

ITT is already in the coaxial cable business, the connector 
business, and in the general electronic manufacturing business 
for the necessary amplifiers, etc., which should interest your 
various Divisions. =e 

Moreover, the response circuitry and the two-way communi- 
cation link used in the Skiatron system can certainly be used for 
transmitting data and many other specialized items besides 
television. es 

We had a call from Bob Chasen’s office that he had to leave 
for a European visit and asked that I call him on October 11th. 

With kindest personal regards to Kay and you, 

Very sincerely, 


"” Arraur Lever, 
President. 
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[3709] P.S. I am advised that many broadcasters believe 
that CATV wired systems are becoming so extensive as to pro- 
vide the basis for a significant system of network Pay-TV. 

PSS. You will note that the STV-Skiatron Program-Selec- 
tor which we sent to you carries our U.S. Patent No. 3,078,337, 
issued February 19, 1963 with very broad coverage of 94 claims. 
Skiatron has also developed additional important U.S. patent 
coverage for both the Program-Selector and Interrogator, and 
STV (including Lear-Siegler, Inc.), its employees, subcontrac- 
tors and agents are obligated to transfer to Skiatron during the 
entire term of the agreement expiring March 18, 2053, all in- 
ventions, improvements and discoveries which it may make or 
acquire relating to subscription television systems and must 
pay the agreed royalties to Skiatron until the year 2053. 


[Federal Communications, Commission Exhibit No. J-317; 
presented by Justice Department] 


[3722] Sxrarron Execrronics & TELEVISION Corp. 
ARTHUR LEVEY 
Negotiations—ITT (Via Federal Electric) December 2, 1965 


I had a telephone call this morning at 9:05 AM from John 
Black, ITT executive in charge of CATV operations, regarding 
the newspaper stories of the pending ITT-ABC merger. John’s 
opening statement was “Bob Chasen and I were kept complete- 
ly on ice”. 

John said that while there had been rumors, etc., of Geneen’s 
discussions with the ABC people, nothing definite had been 
mentioned and it came as a complete surprise to Bob Chasen 
and him that the negotiations were now to be finalized. 

I reminded John of a meeting at. Bob Chasen’s office only 
about two weeks ago, to be exact, November 17th, at which he 
was present for a good part of the time, also Jack Volbrick, 
Vice-President, attending as an observer for Mr. Geneen, and 
a Mr. Pitman, another Vice-President was present for part of 
the time, and that the meeting had lasted from 2-P.M. until 
6:10 PM, 


855 


I told Black that it appeared that the proposed merger 
would be inconsistent with ITT’s policy of acquiring CATV’s 
and with the intention of becoming one of the largest owners 
of CATV’s in the United States. 

I mentioned the fact that the trade papers have frequently 
carried stories that ABC had strongly opposed CATV licenses 
before the FCC, and at hearings and had demanded the strictest 
possible regulation of existing CATV’s. 

Since ABC, who started as a network with control of the 
largest group of movie theatres in the United States (about 
450) and were bitterly opposed to both Pay-TV and CATV, and 
who also held important minority interests in more than 30 
foreign TV stations, would obviously insist Geneen abandon 
his plans of continuing in CATV and also, of course, Pay-TV, 
since that would conflict with the policy of ABC’s movie theatre 
group. 

[3723] I said that we were, of course, extremely disappointed 
that following the prolonged meetings with Weaver and me, 
any many meetings that I had in between those meetings, that 
apparently all negotiations would now have to be discontinued. 

I said it seems as though Goldenson of ABC had apparently 
persuaded Geneen that if he continued in CATV and Pay-TV, 
he would be building up dangerous potential competitors for 
ABC’s 450 theatres. 

I said that Geneen must surely realize that this would not 
stop the expansion plans in CATV and Pay-TV of RKO-Gen- 
eral and Zenith, together with the many other powerful com- 
panies who have now come into CATV, like General Electric, 
Westinghouse, Cox Broadcasting Corporation, ete., all of whom 
realize full well that Pay-TV will eventually take over or “lease” 
the unused channels of CATV operations. 

I said that Geneen might regret giving up the opportunity 
we had presented of enabling ITT to participate at the com- 
mencement, in the rapid growth of a great new industry with 
vast potential profits. 

I also remarked that when Pay-TV and CATV became estab- 
lished, it may seriously affect the gross receipts in ABC’s 450 
theatres who may find it difficult to generate the high cash flow 
that Geneen must be expecting. 
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I commented that perhaps Geneen is also of the belief that 
the ABC merger. would add show business glamour to ITT’s 
image and perhaps attract thousands of new investors, so that 
both ITT and ABC stock would appreciate very substantially 
and Geneen then could buy additional companies for less stock. 


[Federal Communications Commission Exhibit No. J-321; 
presented by Justice Department] 


[3732] DECEMBER 23, 1965. 


Group Executives—U.S. Propucr Line MANaGERs 
HeapauarTers STAFF 


I am informed by ABC that there has been an unusual num- 
ber of contacts between personnel of ITT, including our sub- 
sidiaries and divisions, and ABC. These have been not in the 
regular course of business but on the basis that “ABC i is now 
& member of the family.” 

It is of the utmost importance that all contacts with ABC 
during this period of negotiation of the merger be cleared with 
me in advance in order that we can coordinate properly with 
them. This would not apply to business discussions which were 
in progress before we signed the letter of intent with ABC, but 
it does apply to planned new business discussions. 

Will you please take the necessary steps to inform your peo- 
ple of this memorandum. 

Hart Perry. 


[Federal Communications Commission Exhibit No. J-322; 
presented by Justice Department] 


[3733] Jury 11, 1966. 
Urcent: Memorandum to Mr. Gerrity. 

Nep: Leonard Goldenson tells me that Art Nielson’s com- 
pany has approached them re elimination of the 30 market 
Nielson ratings. 

As you realize, ABC has the most interest in the continuation 
of these ratings because they are the one place that they can 
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show program performance on an equal coverage basis since 
there are 30 markets in which all three networks are fully 
represented. 

We have reason to believe that probably Columbia Broad- 
casting is behind such a move. 

In any event, will you call Art Nielson and sound him out for 
a) objections to doing this; and b) suggest in a gentle way that 
since ABC is in the underdog position that the elimination of 
these ratings at this point would have a serious effect on its 
advertising presentation capability and competitive position 
and “we wouldn’t blame them at all” if they wanted to react 
with a Congressional inquiry or whatever thoughts you come 
up with that might make him think twice about doing it. 

Somehow or other, as long as he is getting paid for it, why 
should he cut it out except for reasons of such pressure. 

Let me know what he has to say. 


H. B. Geneen. 


[Federal Communications Commission Exhibit No. J-323; 
presented by Justice Department] 


[3734] AMERICAN BroapcasTING CoMPANY, 
INTERDEPARTMENT CORRESPONDENCE, 
July 20, 1966. 
To: Simon B. Siegel. 
From: Elmer W. Lower. 

Several weeks ago you relayed to me a suggestion by Mr. 
Howard Van Zandt of the Tokyo office of IT&T that the Caro- 
line Island Trust Territory would make a good story. 

We looked into this in Washington and Tokyo and found 
that there is a sound basis for the suggestion. We then had to 
apply for permission to send a Correspondent there. That per- 
mission has just been granted. Correspondent Bob Harper, a 
Vietnam veteran, will leave Hong Kong for the Carolines in a 
few days. 

He will try to do two things: (1) Gather material, fact and 
film, for some spot Radio and Television broadcasts; (2) Deter- 
mine whether there is enough material to make an hour Docu- 
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mentary for the 1966-67 season. If there is, it would have to 
be done later with a full camera crew. 
It looks promising. We will keep you posted. 


[Federal Communications Commission Exhibit No. J-324; 
presented by Justice Department] 


[3735] NoveMsBer 4, 1966. 


Memorandum to Mr. A. E. Cookson. 
Subject: Visit to ABC facilities in Los Angeles—November 1-3. 

On November 1-3, I attended a series of meetings in Los 
Angeles with various members of the ABC staff. ABC has 
started construction on a rather new concept in a mobile con- 
trol room. This is a trailer, 55 feet long and maximum road 
width. In order to achieve more space in the actual control 
area, the center third of the trailer accordians to double width 
during operation. We visited the company which is fabricat- 
ing this unit and it appears completely practical and will serve 
an extremely useful function. 

The building construction and facilities requirements for the 
expansion of the Hollywood plant were reviewed. The network 
program department was conducting their Spring and Summer 
program renewal review during which time the format for the 
second and third quarters is established. We participated in 
these meetings in that they establish the facilities requirement 
for their time period. It appears that the present policy of 
“soap operas” for daytime will be almost completely replaced 
by “game shows” such as “DATING GAME”. The major dif- 
ference between these programs’ format is that the game shows 
require a studio audience whereas the soap operas can be done 
on a flat bed stage. This proposed change will result in more 
shows being originated from Hollywood and less from New 
York. The facilities program was adjusted to encompass these 
requirements. 

The conversion of the network film production to color pres- 
entation was discussed and analyzed from the standpoint of 
the differential in cost of providing color prints for origination 
and distribution as opposed to black and white. Further infor- 
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mation was required as to what policies to pursue with regard 
to the elements furnished to ABC by the producers. It appears, 
however, that the additional cost of obtaining color prints will 
be in the area of $1-2 million per year. The exposure to the 
engineering group of the long term program plans is of par- 
ticular importance and indicates a close relationship and liaison 
between these two divisions. 
E. E. Benuam. 


[Federal Communications Commission Exhibit No. J-332 . 
presented by Justice Department] 


[3807] Law Orrices, Marcus Coun, 
Washington, D.C., March 31, 1967. 

SAMUEL Z. Gorvon, Esq.. 
Department of Justice, Antitrust Division, 
Old Star Building, Room 9120, 
1101 Pennsylvania Avenue, N.W., Washington, D.C. 

Dear Sam: The following is a confirmation of the informa- 
tion I supplied to you in our phone conversation. I have added 
the information with respect to J 166: 


1. The following documents were prepared by the individ- 
uals listed: 


J 119—Robert E. Chasen. 

J 139—Kuhn Loeb. 

J 140—Kuhn Loeb. 

J 143—not able to determine. 
J 178—C. W. Whitting. 

J 181—Kenmore. 

J 187—not able to determine. 
J 189—Robert Kenmore. 

J 209—Robert Kenmore. 

J 212—Robert Kenmore. 

J 215—W. Smethurst. 

J 227—Robert Kenmore. 


2. The study referred to in Document J 132 was never made 
according to Mr. Robert Chasen. 
3. The “X” company referred to in Document J 141 is 
Travelers, 
278-719—67. 53 
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[3808] 4. J 142 refers to Travelers. Jack Graham is a former 
Vice President of ITT in charge of North America area. Al 
Freedman is a partner in Kuhn Loeb. 


5. J 144 and J 155 refer to Gross Telecasting Company. 

6. The Attachment to J 146 is ITT Document No. 111 which 
was previously submitted to you in response to Department of 
Justice letter of November 17, 1966. Another copy is attached. 

7. Re “AJG’—E. J. Gurley is in the ITT Treasurer's De- 
partment. 

8. “This” in Document J 166 refers to Document No. J 165. 

9. The Attachment to J 174 cannot be located. 

10. Re J 184—The outline was prepared by Bob Savage. It 
was a form speech prepared for delivery at various different 
times and used by different people: Geneen, Perry and Savage. 
The “Cleveland” speech was delivered by Mr. Perry. 

11. Re J 206—There is no updated booklet. 

12, Re J 210—Corinthian Broadcast Group. 

13. Robert Kenmore prepared J 229 in early December, 1965. 

14. Re J 231—Robert Kenmore prepared it; the “I” refers 
to Harold S. Geneen; the attachment was never finalized, 
therefore no attachment exists other than what is already at- 
tached. 

15. In response to additional inquiries made by you, Mr. 
Kenmore informs us that the “check list” referred to in J 185 
was never prepared. Mr. Kenmore also informs us that the 
Dean Witter memorandum referred to in J 223 is Document 
J 202. 


Very truly yours 


Pavu Dosin. 
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[Federal Communications Commission Exhibit No. J-334; 
presented by Justice Department] 


[3811] Statement of Professor Albert G. Hill, Massachusetts 
Institute of Technology, Cambridge, Massachusetts,* made 
for the purpose of introduction in evidence in the proceed- 
ing before the Federal Communications Commission involv- 
ing the ITT-ABC merger, FCC Docket No. 16828. 
Communications technology has been and continues to be in 

a highly dynamic state, and there are a number of potential 
technological innovations which would have an impact on the 
television broadcasting industry. As stated in the attached pa- 
per for the Carnegie Commission on Educational Television, 
these innovations include, among others, satellite applications, 
expansion of cable systems for home reception, signal storage, 
better picture definition and better color, and the future devel- 
opment of home communications centers for the reception of 
many channels of television and a variety of services. 

The industry presently involved in television broadcasting 
and set receiver manufacturing does not have a real incentive 
to change its present technological structure, except for minor 
improvements in sets, unless this change benefits the industry. 
This is apparent whether one considers substantially improved 
standards in the quality of television transmission and recep- 
tion, or developments which would increase the number of 
channels of access to the audience. The lack of incentive for 
change is a conclusion based upon 25 years of experience in the 
general field of communications technology, and contact with 
its application to broadcasting during that period, and is in part 
[3812] demonstrated by the absence of any effective program 
for improved technical standards of television reception. 

For these reasons, in order to promote technological innova- 
tions, there was sound basis for the Carnegie Commicsion rec- 
ommendation that the proposed Corporation for Pvblie Tele- 
vision be authorized to spend for research and development. 
Another desirable proposal is to reserve a number of channels 
in the ultra-high-frequency band for experimental + se “ith im- 
proved technical standards. To maintain a flexih’s “uation 


* Pertinent biographical material attached 
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most conducive to technological change in this field, there is a 
substantial advantage in establishing and maintaining impor- 
tant sources of technology which are separate from interests in 
the present broadcasting industry structure. 

Turning to the ITT-ABC merger, and the issue of combina- 
tions between technology firms and large broadcasting inter- 
ests. there is little basis for the suggestion, which is apparently 
advanced in this case, that the merger will contribute in a sig- 
nificant or major way to technological advances in the field of 
TV broadcasting. This does not rule out advances in compo- 
nents and techniques. The merger would result in another large 
communications-broadeasting firm, and there is no evidence 
that the new organization would have incentives different from 
its competitors. 

Apert G. HILL. 
[3813] TECHNOLOGY AND TELEVISION 
(By Albert G. Hill, Professor of Physics, Massachusetts 
Institute of Technology) 

Technological progress which will affect television in the fu- 
ture falls into two general categories: electronics and new mate- 
rials. Improvements in electronics for enhancing the quality 
of television presentation and the better distribution of tele- 
vision signals can be predicted fairly well. Progress in materials 
research is much more difficult to predict. The reason for this 
difference is simply that the understanding of electronics and 
electromagnetic techniques is very deep, and breakthroughs in 
basic principles are unlikely. In contrast, our understanding of 
materials is really in its infancy and the field is still wide open 
for very major advances. 

In the near future, five to ten years from now, we can predict 
with a good degree of reliability certain advances in television 
technology based on new and improved electronic techniques 
because of our thoroughgoing understanding of basic electro- 
magnetic phenomena. In the less certain area of improved ma- 
terials, predictions for the near future are much less credible. 
In the more distant future of ten to twenty years, one can an- 
ticipate with certainty a number of major changes, but the pre- 
cise form these changes may take is not predictable because of 
our lack of fundamental knowledge of materials. 

Technology by itself can, in the near future, produce less ex- 
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pensive network facilities than the present landlines, can pro- 
duce less expensive and more readily usable storage devices, 
can make for small improvements in set quality, and can make 
better access to homes via coaxial cable than presently exists. 
However, technology, when used by wise management and ap- 
plied to the entire problem, can make [3814] tremendous im- 
provements in both commercial and noncommercial television. 
In addition, technology can aid the program creators and have 
a real influence in improving program content, Improvement 
of program content of educational television and its nationwide 
distribution by economical means now possible will make the 
cost per viewer of educational television more in keeping with 
that of commercial television. 


Satellites 


The transmission of television signals across oceans is eco- 
nomically possible only by the use of satellites, and will proba- 
bly remain so. The use of satellites for the transmission of public 
television signals in this country is only warranted if the 
economics are favorable and if the necessary frequency alloca- 
tion is possible. Latest satellite technology indicates that in 


two to five years the net-working of educational television sta- 
tions can probably be done for about half the overall price of the 
present landline systems, provided the switching requirements 
are kept simple. Such a system would enable the establishment 
of a network with ten to twenty transmitting stations and a 
receiving station at every educational television broadcast sta- 
tion. 

With the present development underway by the National 
Aeronautics and Space Administration of large boosters for our 
national space program, the realization of a multichannel sys- 
tem for television distribution is possible in the next five to 
seven years. By the proper design of satellites transmitting 
more power than present satellites, the ground receiving sta- 
tions can be made to cost no more than $35,000 and a lower 
overall system cost is possible. Ground transmitting stations 
would cost on the order of $150,000. Such a system would allow 
the distribution of television signals from, say, fifteen regions of 
the country to any television station which cares to install a 
relatively inexpensive receiver, and at a cost of no more than 
half the present landline cost. 
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In the next two to three years it would be quite feasible as an 
experimental program to position a synchronous satellite of 
modest design requirements with the equivalent capacity of 
two television channels. The cost could well be justified on the 
basis of the wealth of experience brought to Public Television 
service by this simple approach to the network problem, and by 
a variety of measurements such as an investigation of the inter- 
ference produced by satellites radiating at many different fre- 
quencies. The limitation on the number of channels available 
for satellite transmission in the future will be imposed entirely 
by the need for conservation of the very precious frequency 
spectrum, and not by the cost of satellites and their associated 
ground equipment. 

Technically it is possible to achieve direct broadcasting to 
the home or to schools from satellites in the next ten years. In 
countries which have no such land networks as the very com- 
plicated and extensive one of the United States, this might be 
a solution to some of their problems such as classroom instruc- 
tion. In the United States, where our ability to transfer tcle- 
vision signals from almost any part of the country to any other 


is already extensive, it is hard to see that there is any economic 
advantage to broadcasting directly to the home, since new home 
antennas would be required. In addition, any satellite-to-home 
system would bypass and hence make obsolete our local stations 
and undoubtedly would neglect local and sectional interests. 


Other Long-Distance Distribution Systems 

Our present network television is carried throughout the 
country by line-of-sight microwave systems, and although 
normal improvements in these systems will reduce the cost 
somewhat, the chances are that additional capacity of this type 
will be more expensive than satellite systems for near-transcon- 
tinental hops. There are now under development, but still some 
way from fruition, other types of high-capacity signal distri- 
bution systems which will be economically competitive with 
the present microwave system and might become competitive 
with satellite systems. Apart from economics, these systems will 
confine the electromag-[3815]netic carriers so that there will 
be no interference whatever with other systems, and hence they 
will not be limited by frequency considerations. 
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Even the present microwave line-of-sight systems are sus- 
ceptible to interference produced by other signals, and hence 
the new system will provide for signal distribution unlimited 
by any factors except economic ones. 

Storage 

High-quality storage of television signals is now an accepted 
fact and is used constantly by commercial stations. This storage 
is in general used only for short times for rebroadcast purposes. 
Long-time storage by present methods is too bulky and too 
expensive. Industry is developing new systems which show 
great promise but presently are considered proprietary. 

We forecast that within five years there will be available new 
video capabilities with storage devices of cost and bulk more 
suitable for indefinite storage. This device, or these devices, will 
bear to visual reproduction the same relation that LP records 
bear to radio reproduction and at not too different a cost. 

The combination of a satellite channel with standby, serving 
educational television, plus high-quality tapes for reproduc- 
tion of live programs and the new low-cost video storage device 
will make for an extremely flexible educational television sys- 
tem. In purely instructional television, the classroom teacher 
will no longer be tied to the hours of broadcast of the local edu- 
cational station, but will be able to select tapes from a library 
in the same way records or books are selected today. 

Color film with sound track is still the best means for high- 
quality storage and may well remain so. The problem with film 
has always been the development of an easy-to-load and in- 
expensive projection device. Because of the widespread and 
growing use of television for instructional purposes in the class- 
room, the development of inexpensive television storage de- 
vices is very important. However, in many uses, especially 
where fine-grain presentation is desired, there exists a need for 
an inexpensive sound film projector of the cartridge-loading 
type for individual or small class use. 


Cables for Home Reception 
For a number of years cable-antenna television systems 


(community antenna television systems) have been available 
to isolated communities unable to receive directly broadcast 
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signals, to bring television programs into the home with a rea- 
sonable monthly charge of about five dollars. These systems 
have also spread to densely populated cities such as New York, 
where manmade structures have interfered with the reception 
of broadcast signals. With cables becoming more and more 
available to the home, the possibility of their more widespread 
use must be considered. 

Signals over cables, while limited to the same frequency spec- 
trum as broadcast signals, do not interfere with other signals 
outside the cable, so channels reserved for services other than 
broadcast television can be used by the cable. 

With not too expensive additions to present and future cable 
systems, it should be quite possible to put twenty television 
channels on a cable, and these could be received by present all- 
channel receivers. 

Sound 

Sound, as broadcast, is of very high quality; sound as repro- 
duced by the set is of very low quality because of the present 
set speakers. For a very few cents at the factory, an access jack 
could be provided to tie the high-quality sound signal to high- 


fidelity reception equipment at the owner’s option. 


The Distant Future 

In the period of ten to twenty-five years from now one can 
readily imagine many homes which contain a sophisticated 
communications center. With only modest improvements in 
cables and television sets, as many as eighty-two television 
channels or their equivalent could be available in the home for 
a wide variety of services. These might include: 
[3816] a. The normal television broadcast channels. 

b. Special channels reserved for the various performing 
arts, i.e., separate channels for drama, opera, ballet, and 
symphonic or chamber ‘music. 

c. Several channels of live broadcasts of the theater, 
movies, sporting events, and other entertainment which 
would undoubtedly require a fee on a subscription basis. 

d. News, weather, time, and other repetitive services. 


e. Shopping services, carried in a manner similar to daily 
newspaper advertising and the Yellow Page type of 
advertising. 

f. Library services, which will allow the distribution of 
requested library information in the form of facsimile. 

g. Picture phones. 


For laboratory and office use, random access to centralized 
computer services and intercomputer exchange between re- 
search computers are feasible now. The growth of these services 
will be extraordinary. 

With the ability to have present in the home or office the 
equivalent of eighty-two television channels with a variety of 
information carried, it is apparent that the consumer’s needs 
can be met in ways not imagined here. As such systems become 
available, new uses will undoubtedly be found. 

For most of the applications mentioned the communication 
is one-way to the home. However for many of the services, such 
as the shopping service, it would be desirable to be able to sig- 
nal to the program originator such things as an intention to 
buy a certain item or an inquiry as to its price or expected serv- 
ice life. Here a simple coded type of inquiry from the home 
could readily be added to make the responses automatic, 

There are other characteristics of television that future tech- 
nology can bring if the demand is there. Such developments as 
three-dimensional television, very fine-grained television for 
special purposes, very fine gradation of light, shadow and 
color—all of these are possible. Besides some development 
work, they require more bandwidth and more money. One can 
almost say that within the limits of the concept of transmitted 
picture and sound, anything is technically possible. 


Improvements in Television Sets 

The present design of television sets and the standards of 
both black-and-white and color transmission and reproduction 
were essentially developed in the period from 1946 to 1952. 
In a broad sense this was our first attempt, and by and large 
for the time period it was a very good one. However a decade 
and a half of research and development have gone by with no 
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improvement in the quality of television. Any such improve- 
ment would probably require a change of standards, but these 
standards are tied up to some 60 million television sets. 

Any change in standards, no matter how valuable, which 
makes obsolete some 60 million television sets is not only ex- 
traordinarily expensive but also most upopular. However, the 
longer we postpone any change of standards, the more certain 
we are to become tied to the technology of 1949. We wiil be in 
the same position vis-a-vis television standards in a few more 
years that we are now in with regard to changing our basic 
measurements to the metric system. While the point of no re- 
turn may have been reached with regard to the English system 
of measurements, we have not yet reached that point with tele- 
vision. But immediate action is required regarding the use of 
the frequency spectrum. 

Changes and improvements in television technology since 
the start of broadcasting have been governed entirely by the 
marketplace. The market is large and important and cannot 
change by itself without adversely affecting the tremendous 
investment. Although the technology applied to present-day 
television resides almost entirely in industry, the know-how 


is completely open to all technologists. Industrial technology 
is capable of making improvements, but it is difficult for indus- 
try alone to take a bold step in changing standards. 


[3817] Frequency Use and Conservation 

At the present time we have a completely filled VHF band 
and a rapidly filling UHF band. However, we note that the 
overwhelming majority of all man-hours of viewing are spent 
with sets tuned to the VHF band. It is therefore possible, at 
relatively small cost and dislocation, to reserve part of the UHF 
band for experimental purposes in research for better quality. 

Although the gross national product continues to increase 
and items which require only more dollars for improvement 
can be anticipated with time, the use of the natural frequency 
spectrum is another matter. There is only so much of it, and 
any waste must be carefully prevented. It is true that there are 
underway applied research programs seeking to broadcast with 
a smaller portion of the spectrum while transmitting the same 
amount of video information. These developments are extraor- 
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dinarily important but will not come to fruition for at least 
ten years and probably a great deal more. 

It is to be hoped that the precious UHF spectrum can be allo- 
cated grudgingly to insure that the best possible use of tele- 
vision with improved quality of picture transmission is a firm 
requirement. The present standards must be tied to the VHF 
band in order to protect the interests of the public and of 
industry, but a part of the UHF band should be opened for 
experimentation and improvement. 

While we may expect greater use of cables, it must be remem- 
bered that the broadcast receiver is the least expensive method 
of getting a television signal into the home and is the only 
method economically possible for a large fraction of television 
viewers. 


[Federal Communications Commission Exhibit No. J-335; 
presented by Justice Department] 


[3822] CorrECTED Copy 


INTERNATIONAL TELEPHONE & TELEGRAPH Corp., 
New York, N.Y., April 12, 1967. 

Mr. Samvet Z. Gorpon, 
Antitrust Division, Department of Justice, Washington, D.C. 

Dear Mr. Gorpon: In accord with the undertaking made 
during the course of Mr. Vollbrecht’s testimony, there follows 
a schedule of funds advanced to the six CATV systems in which 
Federal Electric Company has an interest: 


Initial Advanced 
Commitinent as of 12/31/65 To Date 


Southwest, 
Northwest. 
Puerto Rico. ..-.-----------. 
Television Trans. Co, of N.C 


8,053, 219 


As appears from the above table, the total funds advanced 
is $1,463,219 over the total initially committed. 
Very truly yours, 


Howarp J. AIBEL. 
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[Federal Communications Commission Exhibit No. J-336; 
presented by Justice Department] 


[3823] Statement of Floyd C, Holmes,” 5909 Onondaga 
Road, Washington, D.C., 20016, Antitrust Division, Depart- 
ment of Justice, Washington, D.C., Made for the Purpose of 
Introduction in Evidence in the Proceeding Before the Fed- 
eral Communications Commission Involving the ITT-ABC 
Merger, FCC Docket No. 16828. 


In November and December of 1966 I examined files and 
records maintained by the F.C.C. relating to the procurement 
by the Communications Satellite Corporation (“Comsat’’) of 
satellites and earth stations. I also conferred with F.C.C. per- 
sonnel as to the Commission’s regulation of Comsat’s procure- 
ment under the Communications Satellite Act of 1962 and files 
and records kept by the Commission dealing with such pro- 
curement. 

I was informed by Mr. John James, Chief of the Corporate 
Affairs Branch, International and Satellite Communications 
Division, Common Carrier Bureau of the F.C.C., that in the 
period 1964 through October 1966 Comsat had awarded prime 
contracts in the approximate amount of $65 million. The 
breakdown of this amount by years is as follows: 


Millions 
$15 


Total 


These contracts covered all the equipment and services relating 
to the construction of satellites and earth stations purchased 
by Comsat. 

I examined the F.C.C. files relating to the procurement of 
equipment and services by Comsat and its contractors with 
respect to which [3824] ITT and its subsidiaries were requested 
to submit proposals. My examination revealed the facts set 
forth in the attached Tables A, B, C and D. These tables show 
the following: 


* Pertinent biographical material attached. 
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(1) ITT was awarded prime contracts in the amount of 
$2,604,358 (See Table A); 

(2) ITT was awarded sub-contracts by Comsat’s prime 
contractors in the amount of $10,892,748 (See Table B): 

(3) ITT submitted proposals for the sale of equipment 
and services for which contracts were awarded to others 
in the amount of $5,953,942 (See Table C), but of this 
amount ITT was awarded a sub-contract for $114,000 (See 
Table B); and 

(4) ITT was invited to but did not submit proposals 
for contracts that were awarded to others in the amount 
of $41,049,486 (See Table D), but of this amount ITT 
was awarded sub-contracts amounting to $10,778,748 (See 
Table B). 


In summary, ITT was invited to submit proposals for sup- 
plying equipment and services for which Comsat awarded 
prime contracts to it and others in the amount of $49,607,786. 
Of this amount its share under prime and sub-contracts 
amounted to $13,497,106, or 27%, which was also equal to 
20% of the total amount awarded for all equipment and serv- 
ices used in the construction of satellites and earth stations. 


Fioyp C. Hormes. 


Sworn to Anne E. Poole, Notary, this 3rd day of April 1967. 
My commission expires March 31, 1969. 


[Federal Communications Commission Exhibit No. J-337 ; 
presented by Justice Department] 


[3831] Statement of Bogdan R. Stack, Stanford Research 
Institute, Menlo Park, California,* made for the purpose of 
introduction in evidence in the proceeding before the Fed- 
eral Communications Commission involving the ITT-ABC 
merger, FCC Docket No. 16828 
*Mr. Stack is the Manager of the Applied Communications Prog gram in 


the Operations Analysis Department of Stanford Research Institute's Sys- 
tems Science Area. Further pertinent biographical material to be submitted. 
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The ITT experience in communications systems, design, 
development, and engineering covers a wide field encompassing 
both the military and commercial systems. ITT subsidiaries 
have provided systems engineering services to the military 
departments in connection with major communications net- 
works and to the Defense Communications Agency, DCA, 
primarily in connection with the initial Defense Communica- 
tions Satellite Program. ITT Federal Laboratories have been 
heavily engaged in R&D and systems studies for various gov- 
ernment departments and agencies, including NASA. The scope 
of services to the U.S. Government covers research, develop- 
ment and engineering of new systems and equipment in all 
areas of telecommunications and information processing. 

In the commercial field, ITT has a demonstrated capability 
in all phases of communications, information transfer, and 
data processing. In the U.S., ITT subsidiaries manufacture and 
sell equipment which is normally needed to engineer a com- 
mercial telephone system. This includes a complete line of 
subscriber apparatus incorporating new technological advances 
such as desk sets equipped with push button [3832] dialing 
(Tel-touch), ete., a wide range of carrier multiplex equipment 
including rural and exchange trunk carrier systems, multiplex- 
ing terminals for radio, and wire applications. ITT also markets 
a high-density 120-channel microwave system using all solid 
state circuitry as well as equipment for mobile telephone 
service, automatic toll ticketing, switching systems (crossbar, 
step-by-step electronic, etc.), and PBX’s. 

ITT also has a substantial capability in the area of design 
and development of earth stations for satellite communica- 
tions for both military and commercial applications. In terms 
of providing electronic communications gear for satellite ground 
stations and communications satellites ITT ranks among the 
top companies in the United States. 
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Significant contributions were made by ITT in the general 
area of advanced techniques associated with signal reception 
and transmission, improvements in receiver circuitry, ete. In the 
field of microwave communications, both line of sight and tropo- 
spheric scatter, ITT’s capability is one of the best in the nation. 

ITT subsidiaries are engaged in the manufacture of various 
components, including semiconductor devices, electron tubes, 
ete. The Wire and Cable Division manufactures cables for many 
diverse applications. Their advertising implies the willingness 
and the capabilty to design cables to special requirements of 
the customer. 

To the best of my knowledge, the ITT wire and cable plant 

at Clinton, Massachusetts, also manufactures distribution cable 
for CATV systems. 
[3833] Overseas subsidiaries of ITT, of which Standard Tele- 
phone and Cables is a particular example, represents one of the 
largest capabilities and competence in telecommunications out- 
side of the United States. This puts the ITT corporation in a 
unique position of having proven competence and capability to 
design, engineer, and install communications systems for use 
in practically any country in the world. 

ITT has also had wide experience in the operation of com- 
mercial telephone systems, primarily in South and Latin Amer- 
ica through its ownership of operating companies. In terms of 
overall capabilities, which includes design and manufacture and 
operating communications systems, ITT is one of the three 
leading United States firms (the other two are GT&E and the 
Bell System). 

In summary, it can be stated that ITT is capable to under- 
take the design and development of any system which involves 
transfer, dissemination, and processing of information, and 
could install and operate such systems anywhere in the world. 

B. R. Stack. 
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[Federal Communications Commission Exhibit No. J-338; 
presented by Justice Department] 


[3836] Statement of Paul Visher, Assistant Manager. Space 
Systems Division, Hughes Aircraft Company, 1950 E. Im- 
perial Highway, E] Segundo, California, made for the purpose 
of introduction in evidence in the proceeding before the Fed- 
eral Communications Commission involving the ITT-ABC 
merger, FCC Docket No. 16828 


If called as a witness, under subpoena, Mr. Visher would 
testify as to the general importance of keeping communications 
users separate from technology firms in order to assure a market 
for existing technology firms and thus encouraging them to do 
communications research; that if the large users of communi- 
cations technology are tied to technology firms, the result will 
be that firms such as Hughes, firms with no communications 
operating companies, will be reluctant to approach the prospec- 
tive users of new technology and this will have a dampening 
effect on their incentive to do research in areas which might 
lower technological barriers into mass video communications. 

More specifically, Mr. Visher would state that after Hughes 
was unsuccessful in selling its synchronous communications sat- 
tellite system to Comsat," they began looking elsewhere for a 
large user of the type of services that a synchronous communi- 
cations satellite system would provide. Hughes was in part re- 
sponsible for convincing ABC that such a system was both 
feasible and more economic than renting long lines from 
AT&T. As a result, ABC was the first party to propose a domes- 
tic satellite system to replace the American Telephone and Tele- 
graph Company’s long lines for TV transmission services. 
[3837] If ABC had been connected with ITT, Hughes would 
not have felt it was either wise or potentially fruitful to ap- 

*The Hughes proposal was rejected by Comsat, with the backing of Bell 


Labs, as technically unfeasible. Silberman, ‘The Little Bird That Casts a 
Big Shadow,” Fortune, (Feb. 1967) 108, 110. 
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proach ABC with such a proposal. Indeed, the increasing likeli- 
hood of merger between ABC and ITT has substantially re- 
duced Hughes’ interest in maintaining its working relationship 
with ABC. Fortunately, in this particular situation, the Ford 
Foundation became sufficiently interested to sponsor such a 
proposal. 

Pav. VISHER. 


Subscribed and sworn to before me on this 10th day of April, 
1967. 
[SEAL] A. June Sovza, 
Notary Public. 
In and for the County of Los Angeles, State of California. 
My Commission Expires November 5, 1967. 


[Federal Communications Commission Exhibit No. J-339: 

presented by Justice Department] 

[3838] Statement of Dr. Joseph V. Charyk*, President and a 
Director of Communications Satellite Corporation, 1900 L 
Street, N.W., Washington, D.C., made for the purpose of 
introduction in evidence in the proceeding before the Federal 
Communications Commission involving the ITT-ABC 
merger, FCC Docket No. 16828. 


The most important companies in terms of equipmyn: manu- 
facture and research and development for ground stat ons used 
in satellite communications are: ITT, Hughes Airer: ft Com- 
pany, Collins Radio, RCA, General Telephone and E eztronics 
Co., Page Communications Engineers, Inc., Philco-i ord and 
TRW, Inc. The companies most important in prod) ing the 
communications equipment used in satellites are IT) Tughes 
RCA, and Phileo-Ford. ITT has a substantial! s act for 
communications gear in the global system satellite’ 1g built 


*Pertinent biographical material attached, 


278-719 —67——54 
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by TRW for the International Telecommunications Satellite 
Consortium and ITT is reported to have a contract for con- 
structing a satellite ground station in Spain. 

ITT ranks among the top five companies in the field of satel- 
lite communications considering its capabilities [3839] in re- 
search and development, manufacture, and operation of tele- 
phone and telegraph systems. Communication satellites will 
be used increasingly for long distance transmission of electronic 
communications, including television, telephone, data, facsimile 
and other telecommunications, both domestically and interna- 
tionally. 

Future technological developments could include satellites 
and metropolitan networks, with co-axial cable leading into the 
home of multi-channel capacity. For example, electronic signals 
(e.g. television) would be transmitted to an earth station from 
which they would be beamed to a satellite, which would in turn 
relay the signals to another ground station near the desired 
point of destination. Thereafter the signals could go to an elec- 
tronic switching center and from there would be transmitted 
within a metropolitan network and into the home. A metropoli- 
tan network could use wire, cable, microwave or laser (an opti- 
cal beam which has tremendous capacity for carrying communi- 
cations signals over short distances) and ultimately the signals 
could be carried into the home by co-axial cable or other means. 
Such a network could have [3840] many channels and ample 
capacity to deliver numerous television programs and many 
other services (e.g. facsimile reproduction, data, banking and 
shopping services) to the home. Technologically, 2 communica- 
tions system of the future might entail direct broadcast from 
the satellite to the home. But this will require satellites of much 
greater power transmitting capacity and more elaborate home 
antennas. 

Although these and probably other advances in communica- 
tions will be technologically feasible in the future. whether they 
will be actually introduced and the time span in which they 
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will be introduced will depend on a variety of factors, including 
competition, economic cost and profitability, incentives to inno- 
vate, and resistance to change engendered by the present struc- 
ture of telecommunications and broadcasting. 
JosePH V. CHARYK. 


Sworn to before me this 3rd day of April, 1967. 


[SEAL] Myrna BEeresirTsky, 
Notary Public. 


My Commission Expires Nov. 30, 1971. 
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[Federal Communications Commission Exhibit No. J-340; 
Presented by Justice Department] 


[3843] Minutes, Recunar MEeTInG or Octorer 1, 1963 

The 691lst meeting (Regular) of the Board of Directors of 
INTERNATIONAL TELEPHONE AND TELEGRAPH 
CORPORATION, was held, pursuant to notice, at the Berlin 
Hilton Hotel, West Berlin, West Germany, on Tuesday, Oc- 
tober 1, 1963 at 1:00 o'clock P.M. 

Present: Messrs. Brown, Geneen, Graham, Hill, Hilles. 
Kirby, Knowlton, Lannan, McKinney, Pierson, Stone and 
Westfall. Present by invitation were Messrs. Brittenham and 
Schwarz. 

Harold S. Geneen, President, acted as chairman of the mect- 
ing. In the absence of the Secretary or any Assistant Secretary, 
Raymond L. Brittenham kept the minutes thereof. 

The Board of Directors approved the minutes of the meeting 
of the Board held September 11, 1963, a copy of the minutes 
having been submitted to each member of the Board. 

The President requested that there be considered the matter 
of declarations of dividends on the Cumulative Preferred 


Stock of the Corporation outstanding. He stated that the par- 
ticulars with respect to the dividends were as follows: 


Dividend Shares Amount of 
Period Outstanding Dividend 


9/ 1/63-11/30/63 0, $52, 500. 00 

0 . wee 9/ 1/63-11/30/63 42 37, 306. 50 

4% Convertible ae-  9/ 1/63-11/30/63 , 000 40, 000. 00 

4% Convertible B. eee 9/ 1/63-11/30/63 252 62, 252. 00 
4 © Convertible C. ca 9/ 1/63-11/30/63 ** 1: 

4% Convertible D._. 9/27/62-11/30/C3  **146, 674 102, 671. 80 


$428, 360. 30 


“Subject to reduction prior to record date, upon exercise of conversion privil 


**Subject to reduction or increase prior to record date due to exercise of conversion privileges and 
Substitute stock options. 


[ 3853 ] * * * * * 

Mr. Graham discussed the proposed terms of an agreement 
with Gilfillan Corporation and advised that on the basis of 
these proposed terms the Gilfillan shares would receive $13.60 
per share, making a total purchase price of approximately 
$16,000,000, or approximately 21 times 1962 earnings. He re- 
ferred to two proposed employment contracts with present 
principals of the company which would each be for a period of 
five years. The President indicated that earnings of Gilfillan 
had been running at a steady rate for several years with the 
exception of 1963, in which year lower earnings were attrib- 
utable to a special major R & D program. 

The need for a special meeting of ITT stockholders in the 
near future was discussed, the President indicating that such a 
meeting would be necessary to obtain corporate authorization 
for an additional $50,000,000 of Preferred Stock. The President 
advised that a formal request for a special stockholders’ meet- 
ing would be made in the November Board meeting. 

The President reported that the closing on the B&G acquisi- 
tion had been completed on schedule and in accordance with 
plans. 

The possible acquisition of a TV station was reviewed by the 
President. He indicated that the station under consideration 
had an excellent reputation in the TV field, was entirely debt- 
free and that the owners were willing to consider either a cash 
offer or convertible [3854] debentures. He discussed the growth 
and projected earnings of the company. Mr. Graham indicated 
that the station under consideration was a prestige type station 
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with a present audience of approximately $00,000. He stated 
that future growth of earnings was necessarily related to popu- 
lation growth in the area of the station. A discussion followed 
concerning future management of the station, earnings and pos- 
sible benefits of the station to the ITT System. Mr. Graham 
indicated that it would be advisable to consider the eventual 
acquisition of a total of five TV stations. A discussion was held 
concerning the nature and growth rate of the TV station busi- 
ness. The question of current prices of TV stations was also 
reviewed, particularly in relation to present and future earn- 
ings. 

Thereupon, there being no further business, the meeting on 
motion, was adjourned. 

R. L. Brirrenxam, 
Secretary of the Meeting. 


[Federal Communications Commission Exhibit No. J-343; 
presented by Justice Department] 

[3858] Statement of Harvey J. Levin, Professor of Economics, 

Hofstra University, Hempstead, New York, made for the pur- 

pose of introduction in evidence in the proceeding before the 

Federal Communications Commission involving the ITT-ABC 

merger, FCC Docket No. 16828. 


Carrier and Noncarrier Interests in Satellite 
Organizational Structure 


By 
Harvey J. Levin, Hofstra University 


[3862] The TV Networks represent a major potential source 
of initiative and pressure both for the right of private non- 
carrier* users to deal directly with Comsat globally (or, in the 
event of a domestic Comsat System, nationally), and for their 
right to create their own domestic systems. Although business 
and industry users of broad-band circuitry for data-processing, 


"Unless otherwise stated as used in this statement the term “noncarrier” 
will refer to the big private noncarrier users as illustrated by the non- 
carriers who have participated in several proceedings under review. 
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facsimile, closed-circuit conferences, etc., may also emerge as 
an additional source of such pressure, the television networks’ 
current and future stake in satellites make them the largest 
private noncarrier user for the foreseeable future. Whereas the 
factors that govern government's status and needs as a user 
raise other issues. 

For effective implementation of the Commission’s avowed 
policy of diffusing satellite economies widely, big users have a 
crucial role not only under the present authorized user policy, 
but also in their continued exploration of a factual basis which 
could conceivably warrant Commission action easing that pol- 
icy. They have yet another role to play in providing the fullest 
range of options in the case of private domestic systems as a 
potential means of realizing satellite economies, or as a vehicle 
for accelerating [3863] the introduction of new cost-saving 
arrangements by carrier-operated satellite or terrestial systems. 
On both counts, a militant adversary role by the big private 
users, and in particular the TV networks, can help the Com- 
mission in its continuing efforts in wide benefit-diffusion. 

If the TV networks, or other big private users, are associated 

with common carriers, however, they appear less likely to per- 
form this militant adversary role. This is the conclusion to 
be drawn from a review of carrier and noncarrier interests and 
strategies in the “authorized user” proceeding and in the delib- 
erations over Early Bird circuits and charges. It is supported 
further by an analysis of carrier and noncarrier strategies in 
the domestic satellite proceeding. In these latter proceedings, 
however, additional issues are raised by the competitive advan- 
tages which hardware suppliers could derive from a TV network 
subsidiary. 
[3873] Pivotal as the Ford plan has so far been throughout 
the domestic proceeding, one must not lose sight of ABC’s 
crucial role at the outset. It is well-known, e.g., that ABC’s 
original application for permission to establish its own private 
TV satellite system in September 1965, based on the Hughes 
synchronous technology, really started the chain of events 
whose rate-reducing effects have yet to be fully spelled out. 
Aside from the present status of ABC-Hughes relations, that 
is, her original contribution is clear. 
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Nor does the fact that the Ford scheme is really sui generis, 
in any way blunt its relevance to our thesis here. Organizational 
classifications must not be permitted to blur the fundamental 
competitive fact; viz., that a credible competitive alternative to 
conventional terrestrial TV interconnection facilities, and to 
general multi-purpose satellite systems, has so far elicited two 
important cost-saving counterproposals—one from AT&T, 
the other from Comsat. 

B. The Thirty-Circuit Case 

Turning next to the international field, DOD’s procurement 
of thirty satellite circuits in the Pacific last summer offers an 
even better documented illustration of how “competitive alter- 
natives” can facilitate rate adjustments. 


* * * * * 


[3889] How, in any case, have the TV networks conducted 
themselves in the global satellite proceeding so far? Has the 
association of one network with a major carrier-hardware enter- 
prise, RCA-NBC, visibly altered the positions that the broad- 
cast or common carrier end of the enterprise has taken regard- 
ing satellite organization and operation? 

First, it is well-known that NBC did not participate at all 
in the authorized user proceeding. In this first major con- 
frontation of carriers and noncarriers over their future rela- 
tions with one another and with the emerging satellite system, 
the RCAC end of the joint enterprise clearly prevailed and 
argued against direct noncarrier access. RCAC’s militant and 
able position throughout the recent thirty-circuit episode fur- 
ther underlines the magnitude of her stake in meeting the threat 
of Comsat competition. On the other hand, ABC and CBS filed 
in support of direct access—along with seventeen other non- 
carriers ranging from newspaper and aeronautical interests to 
companies with data processing requirements and the NAM. 

A second, similar episode occurred a year earlier in the 
maneuvers over Early Bird circuitry and rates. At that time, 
the carriers first came in with separate applications for circuits 
which exceeded in number those anticipated for U.S. use in 
Early Bird. However, they disagreed on who could or could not 
handle TV, some question being raised about ATT’s eligibility 
as a voice carrier. ATT in turn said she would protest the other 
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carriers’ should they protest here. For [3890] such reasons, the 
Commission on its own motion granted temporary special 
authorizations to the TV networks to deal directly with Comsat. 
Special pains were of course taken to insure that this temporary 
authorization would not compromise any future decision on 
authorized users. 

What had happened, then, was that the carriers’ initial fail- 
ure to resolve their differences (and to keep their total requests 
for circuit rentals in line with circuits available) led the Com- 
mission to proceed without them. Notably, RCAC was among 
the carriers who first applied for circuits. When the Commission 
rejected these applications and acted instead on its own motion 
to authorize the networks to deal with Comsat direct, NBC was 
of course among those so favored. Subsequently, the carriers, 
including RCAC, returned with a joint petition for reconsidera- 
tion (having at least suspended their differences over ATT’s 
eligibility). They requested the Commission to rescind its spe- 
cial temporary authorizations to the networks and Comsat and 
approve instead petitioners original applications for permission 
to lease Comsat circuits. In rebuttal came ABC and CBS, but 
not NBC. So that once the carriers had ironed out a joint posi- 
tion sufficiently to persuade the Commission to respond favor- 
ably, the RCAC end of the enterprise once more prevailed. 

A third and final example of divergent carrier and TV net- 
work interests occurred in the deliberations over Comsat’s first 
proposed [3891] tariff. On one hand, each network protested 
the “prohibitive” and “discriminatory” character of the tariff, 
and the unduly long minimum time period of usage required 
(in contrast with the shorter, more flexible time periods needed 
for effective news coverage). They also protested the subjec- 
tion of all TV network requests for TV circuits to prior ap- 
proval by the carriers’ regular customers of leased voice grade 
circuits. 

There was, however, one major difference between the NBC 
and CBS-ABC protests: NBC failed to raise the authorized 
user issue at all. Thus, ABC and CBS, not only questioned the 
level of the Comsat rates as then quoted but also criticized 
Comsat for failing to make allowances for the special authorized 
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user status of the TV networks. They noted, not only that the 
quoted rates were high, but that they would necessarily be 
higher and even more prohibitive once the carrier intermedi- 
arics had cited their tariffs. As ABC stated: 


Taken alone, Comsat’s proposed rates would inhibit the 
use of satellites by broadcasters. However, they cannot 
be considered alone. The Europeans are also imposing 
charges for the use of their connecting facilities. More- 
over, since the domestic common carriers have not filed 
their tariff, ABC has no means of ascertaining what 
those costs will be. Presumably the common carriers will 
not operate at a loss so that ABC must regard this tariff 
as indicative of what the rockbottom rates to common 
carriers will be. The upper limits of the carrier rates 
could be ascertained only by speculation. 

The tariff files makes no reference whatsoever to author- 
ized or qualified users. ABC has no information about 
rates which would be applicable to that class to compare 
with the common carrier rates contained in the tariff. 
The Comsat tariff should [3892] include rates applicable 
to common carriers and to authorized and qualified 
users, and it is severely deficient in this respect. ABC’s 
position, as previously reported to the Commission, is 
that it is a qualified user and that it qualifies as an 
authorized user of the satellite. 


* * * * * 


[3896] The domestic satellite market is of special importance 
to the carriers, Comsat and the hardware suppliers in view of 
its projected magnitude. Also the share of satellite circuitry 
that TV is expected to account for is far greater, relatively, as 
well as absolutely, than in the international system. While there 
are broad divergences between carrier and noncarrier interests 
and strategies here, they differ on several counts from those in 
the international field and must, in any case, be viewed within 
the context of two other factors: (a) access to the satellite hard- 
ware market; (b) the special constraints to which international 
carriers are subject with regard to the domestic market. 
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1. Strategies of the TV Networks and Other Noncarrier 
Users 


It is well-known that ABC has played an enterprising role 
in her early advocacy of private domestic special purpose sys- 
tems, utilizing the Hughes synchronous technology. She was 
in any case the first sponsor of the Hughes system and, with 
her early application for rights to create an ABC owned system 
in September 1965, virtually initiated the whole domestic pro- 
ceeding. Like the Ford Foundation’s proposals for a Broad- 
casters Nonprofit Satellite System, ABC too has continuously 
favored a special purpose system owned and operated, however, 
by ABC or by a private joint venture of commercial TV net- 
works. She has unequivocally held such [3897] systems to be 
economically and technically viable, rejected the carriers’ con- 
tention that spectrum scarcities still warrant their preclusion 
by Commission rule, projected estimates of cost savings to 
single networks or to TV satellites operated by a consortium of 
networks or, on their behalf, by a specialized noncommon car- 
rier. ABC has also continued to urge dedicated or special-pur- 
pose TV systems in the face of counterproposals by ATT and 
Comsat for multi-purpose systems, or integrated satellite-ter- 
restrial systems. 

CBS endorses the early establishment of private satellite 
systems on legal, policy and technical grounds. She favors com- 
peting systems of all sorts. While not opposed to carrier-owned 
satellite systems as such, she does oppose any integrated satel- 
lite-terrestrial system (like ATT’s) as liable to preclude the 
enjoyment of large savings by the big satellite users. Like ABC 
she also opposes any Comsat domestic monopoly, and further 
Opposes any joint carrier satellite systems that preempt the 
field. In brief, CBS advocates freedom for all interested parties 
to create their own systems here and now as the best way to 
assure the wide diffusion of satellite economies to any and all 
users. 
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[3895] B. Carriers and Noncarrier Users: The Domes- 
tic Proceeding (Docket No. 16495) 


The carriers all favor carrier-operated domestic satellite 
systems and oppose private systems—at least for the foresee- 
able future, until carrier-owned systems are fully accommo- 
dated in the face of alleged “spectrum scarcities”’. 

Noncarrier users, on the other hand, generally urge the 
Commission to authorize without delay the establishment of 
private and common carrier systems by any and all interested 
parties. In this they seek rights above all to choose between 
competing alternatives domestically as well as internationally. 

The carriers and noncarriers generally diverge also in their 
position on multipurpose and single-purpose (‘dedicated’) 
systems. No carrier favors the latter, whereas most noncarrier 
users do—irrespective of whether they be operated by a special- 
ized non-common carrier, or by the user itself. 

Comsat has also opposed private systems, and single-purpose 
systems, and argued further for a domestic Comsat monopoly 
of the space segment at least. in contrast with many carriers. 

Although NBC’s position throughout has diverged less 

sharply from that of ABC and CBS than in the global satellite 
proceeding, several important differences still merit attention. 
So too does the bearing on the NBC position of RCA’s hard- 
ware interests. 
[3898] Both ABC and CBS see a relation between reduced 
transmission costs and the resources needed for improved TV 
programming. They both oppose key aspects of the Ford pro- 
posal for NETV but differ in their appraisal especially as con- 
cerns the funding of ETV interconnection facilities. ABC 
would have any joint network TV satellite system provide free 
channels for ETV, whereas CBS urges a more comprehensive 
review of NETV interconnection, program origination, and 
financing problems, along lines recently espoused by the Car- 
negie Commission. 

NBC has also entered the domestic satellite proceeding, 
urged general recognition of the legality of private domestic 
systems, and explicitly advocated early authorization of a spe- 
cial-purpose TV satellite—whoever were to own and operate it. 
In this proceeding, her position is closer to that of ABC and 
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CBS than on “authorized users” or on Early Bird circuits. But 
some important differences should be noted. 

First, NBC still reserves judgment on whether private do- 
mestic TV satellites are in fact in the public interest at this 
time, Most important, NBC has left the door open to carrier- 
operation of any domestic TV satellite system (in contrast with 
CBS and ABC). She emphasizes the need to establish some do- 
mestic TV satellite system at once to replace costly terrestrial 
interconnection, [3899] but urges the Commission to proceed 
with the technical-physieal groundwork even before all the 
organizational decisions may be made. 

The range of options which NBC would accept for a TV 
satellite system is much wider than that proposed by the other 
networks: 

(A) specialized carrier on behalf of a consortium of 
networks might engage various manufacturers to design 
and construct a system to be owned and operated as a 
cooperative carrier system. Or one or more conventional 
carriers might offer to provide an entire specialized SVS- 
tem for broadcast users. Or a specialized carrier on be- 
half of a consortium of networks might supply certain of 
the facilities needed; contract with Comsat for certain 
space segment elements; and contract with a domestic 
common carrier for certain ground station facilities and 
terrestrial links, 

Different parts of the system could be constructed, 
owned, or managed by different companies or entities. 

. A domestic . . . system... might own its own 
satellites, or have Comsat supply all the satellite cir- 
cuits, or combine satellite ownership and lease of satel- 
lite circuits. 

Similarly, where desirable, AT&T might operate cer- 
tain of the earth receiving terminals, such as in con- 
gested metropolitan areas where they might be con- 
nected by terrestrial links to broadcast stations. In other 
situations broadcast stations might own ground receiv- 
ing terminals through which they directly obtain com- 
mercial or noncommercial network programs. 

[3900] In ABC’s latest formulation, like NBC, she continues 
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to endorse a special-purpose TV system and also appears will- 
ing to have a specialized non-common carrier create such a 
system on behalf of the TV networks: 
No antitrust or public interest reasons occur to ABC why 
the several networks (commercial and educational), 
through a joint venture arrangement or by the creation 
of a separate corporation for that purpose, could not join 
together in constructing and operating a satellite fa- 
cility with which to distribute programs to their affiliated 
and associated stations. . . . 
However, ABC still opposes any role for Comsat and the car- 
riers, At least, in line with the private microwave and tall-tower 
analogies, she still insists on the networks’ rights (like other 
noncarrier users) to service their affiliates “by the latest means 
available, without the intermediary of a common carrier”. Ac- 
cording to ABC: 
Certainly, if radio frequencies may be granted, as they 
have been, to taxicabs, airlines, railroads, pipelines, 
CATV systems and numerous other private businesses, 
without the intermediary of a common carrier, there is 
every reason why radio frequencies should continue to 
be made available to the radio and TV networks, edu- 
cational and commercial, to serve their private and spe- 
cialized needs. . . . [The networks] should be permit- 
ted to take advantage of space-age developments such 
as synchronous stationary satellites. 

In sum, NBC’s position was a valuable and creative contri- 
bution to the problems at hand. But she was clearly far less 
exlicit than [3901] ABC and CBS on the desirability of wser- 
owned systems, perferring rather to postpone the organiza- 
tional-manazerial decision and, in any case, to leave the door 
open to some role for the carriers and for Comsat. Yet, as noted 
earlier, it was this very specter of a privately-owned alternative 
to an ATT or Comsat-owned system which elicited those com- 
panies’ own cost-reducing multi-purpose systems proposals. 
So that ABC and CBS, with their deep opposition to both ATT 
or Comsat participation, have favored a more radical position 
and, together with the crucial Ford proposal, offered a more 
clear-cut competitive alternative. 


2. Strategies of the Communications Carriers 


The carriers either question the Commission’s legal right to 
authorize private noncarrier systems (Comsat, GT&E, Hawai- 
ian, WUT), or, granting that right, oppose private systems for 
the foreseeable future, until the carriers have had time to serv- 
ice the needs of general users and private specialized users alike 
(ATT, ITTWC, WUI). Paramount in the carriers’ stated op- 
position are alleged spectrum scarcities, and the higher rates for 
small users expected as a result of the loss of substantial private 
business. 

Although no carrier questions the scientific or technical feasi- 
bility of the Hughes synchronous system for domestic TV dis- 
tribution (as advocated by Ford, ABC, CBS, NBC), they do 
in fact [3902] oppose such a system and favor a multi-purpose 
system instead. Paramount here is ATT, who proposes an inte- 
grated multi-purpose satellite-terrestrial system whose space 
segment would be run by Comsat, and whose earth stations the 
domestic carriers would operate. Comsat has also favored a 
multi-purpose system. Supported by GT&E, Hawaiian and 
Western Union Telegraph, she presents herself as the sole 
entity legally able to create any domestic space segment and, 
jointly with the domestic carriers, to build any necessary 
ground station. Finally, Western Union International has 
endorsed some such Comsat system, whereas ITTWC still 
opposes any Comsat system and has endorsed the ATT model. 

Among the private noncarrier users, only the ANPA and 
Airine favor a private multi-purpose system. Whereas only 
NBC, favoring a special-purpose TV system, has kept the door 
open for some possible Comsat or ATT role therein. 

ITTWC distinguishes herself both from the domestic car- 
riers and from the noncarriers in that she leaves the door open 
to future private systems while opposing them now in the face 
of spectrum scarcities (which ABC among others denies 
exist). While ITTWC opposes any Comsat domestic role on 
legal grounds (but not mentioning as do CBS, ABC and Ford 
dangers of any basic conflict [3903] of interest), she joins the 
other carriers in opposing private systems now because they 
threaten to divert satellite business from the domestic carriers 
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at the expense of the small user. WUI recently filed in 
opposition to private systems on policy rather than legal 
grounds, but urges, like ATT. a joint Comsat-carrier multi- 
purpose system integrated with existing terrestrial facilities. 

RCAC, on the other hand, has refrained from entering the 
domestic proeceding at all. Instead, the NBC end of the joint 
enterprise has prevailed in the domestic proceedings, just as 
the RCAC end has prevailed throughout the authorized user 
and Early Bird deliberations in the global proceeding. This 
may seem reasonable insofar as RCAC is an international, not 
a domestic entity, and is not legally qualified to operate in the 
domestic satellite market. But ITTWC and WUI, subject to 
identical constraints, have both done otherwise, entering the 
domestie proceeding as proponents of multi-purpose, carrier- 
operated systems, and in opposition to private special purpose 
systems. They have thus provided the Commission, at least in 
the case of ITTWC., with an additional. distinctive organiza- 
tional alternative. 

What difference for policy formulation it may make for one 
end of a joint enterprise to speak for the whole enterprise in 
proceedings where both ends might appear on different sides 
were they independent [3904] entities is hard to state categori- 
cally. However, anything that narrows the Commission’s range 
of choice among competing options must be suspect at this 
formative stage of satellite organizational structure. 

Asa matter of principle it seems hard for any international 
carrier that strongly opposes the private users in their campaign 
for direct access to Comsat in the international market to con- 
done it domestically; or to give blanket endorsement to private 
domestic systems (the more probable domestic equivalent). 
For that reason alone it is understandable that ITTWC should 
give only limited qualified approval of private systems “in the 
future”, and that RCAC should remain silent (especially in 
view of NBC’s role). But a closer look at the RCAC, NBC and 
ITTWC positions reveals them to be strategies at least con- 
sistent with the hardware interests of their parents. 

As noted, NBC has clearly left the door open to a future TV 
network joint venture buying satellite service from AT&T and 
Comsat or other carriers. Above all she stresses that immediate 
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steps be taken to create some special purpose TV system who- 
ever is finally to own and manage it. Thus she compromises 
between any unqualified endorsement of independent private 
TV satellite systems unrelated to Comsat or the carriers (ABC, 
CBS), and blanket opposition to such [3905] systems (Com- 
sat, GT&E, WUT), or opposition to private systems for the 
foreseeable future at least (AT&T, ITTWC). Stated otherwise, 
NBC has steered carefully between outright endorsement of 
a private TV network system unrelated to Comsat or AT&T, 
and routine endorsement of one of the multi-purpose systems 
options that the carriers now propose. One consequence is that 
RCAC is spared the dilemma of being the sole carrier on record 
to condone a private TV satellite system now, or of having to 
oppose it publicly (against ABC, CBS and others). 

Both this NBC compromise position, and the ITT Worldcom 
position (“no private systems today, perhaps tomorrow’’) are 
strategies that help them avoid diverging too dramatically 
from the positions followed by all other members of their re- 
spective industries, but at the same time that endorse, to vary- 
ing degrees, the future advent of private satellite systems. One 
factor that may underlie these compromise positions are the 
advantages that a hardware parent like RCA and ITT would 
derive from a TV network subsidiary in securing preferential 
access to the domestic satellite market (and, of course, in com- 
peting there with each other). 


3. Access to the Domestic Hardware Market 


As international record carriers ITT Worldcom, RCAC and 
WUI can participate in domestic satellites only as Comsat 
stockholders or as co-owners of possible dual-purpose earth 
stations. The domestic [3906] satellite market for ITT World- 
com and RCAC must therefore necessarily be the hardware 
market in which their parent companies ITT and RCA can and 
do participate. A TV network subsidiary could confer some 
competitive advantages in selling to that hardware market. 

In this regard, the Satellite Act has explicitly sought to fore- 
stall any competitive advantages a hardware supplier could 
derive from his carrier subsidiary’s stockholdings in Comsat or 
its representation on the Comsat Board. First, Congress re- 
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jected any narrow based consortium of common carriers and 
instituted instead broad based ownership in which hardware 
suppliers among others could participate. Second, the number 
of carrier directors and the amount of carrier owned stock are 
arbitrarily limited. Third, special government directors sit on 
the Board. Fourth, the Commission is authorized to police all 
hardware procurement to insure fair competition between in- 
dependent and carrier-affiliated hardware companies. 

Because of these well-known ‘Comsat-type safeguards’, in- 
dependent suppliers (like Phileo and Westrex) have even 
favored dealing with Comsat owned rather than carrier owned 
ground stations—notwithstanding the Commission's procure- 
ment rules and the fact that they apply to the carriers as well 
as to Comsat. However, these several safeguards do not now 
apply to private domestic systems or to their [3907] potential 
hardware procurement. By definition, such private systems are 
not covered by the special safeguards now built into Comsat’s 
organizational structure (the composition of its Board, the 
limitation on carrier stockholdings and on carrier directors). 
Indeed the General Electric Co. has recently brought attention 
to this very point in urging the institution of special safeguards 
in the private domestic satellite field too. 

Private systems, then, free of the Comsat type safeguards or 
otherwise, represent a new hardware (as well as circuit) mar- 
ket. Without such safeguards the hardware parent of any TV 
network subsidiary’s private system could expect advantages in 
providing the needed hardware. 

Furthermore, Comsat and AT&T both estimate that in the 
aggregate separate private systems will require far more hard- 
ware due to duplication of investment than would any single, 
integrated multipurpose system run by the carriers and Com- 
sat. If these estimates are even roughly correct, then hardware 
companies could expect a larger total market where many 
private, single-purpose systems operate separately, than where 
the same needs are met by a single, multi-purpose carrier- 
operated system. In that case too it is rational for ITT to 
eventually tolerate eventual private systems, and for RCA- 
NBC to favor specialized: TV systems “whoever manages 
them”. 
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[3908] To sum up, RCAC and ITT Worldcom are inter- 
national record carriers with no direct standing in any domestic 
satellite system except as Comsat stockholders or as future 
co-owners of dual purpose earth stations. But the RCA and 
ITT hardware parents clearly do stand to gain advantages in 
the hardware market from a TV network subsidiary that can 
participate in establishing any private satellite system. 
With a privileged position on the Board of any private, 
specialized TV network satellite system (like that proposed 
say by ABC or NBC), a hardware parent would be privy to 
information on model design beforehand and conceivably be 
able to influence it to favor its own hardware capabilities. The 
same advantages which draftsmen of the Satellite Act sought 
to contain in granting the FCC power to impose special pro- 
curement rules, in allowing independent suppliers (without 
carrier ties) to hold Comsat stock, in limiting carrier stockhold- 
ings and representation on the Comsat Board, in appointing 
special government directors, ete., would reappear here all over 
again. Except that the independent supplier would now have 
no FCC procurement safeguards to assist him. Nor could he 
hope to secure the same inside information to aid him in meeting 
or making design proposals, as could the hardware parents on a 
private system run, for example, by a consortium backed by 
TV networks. aA 
[3909] Blocked from the domestic satellite business, finally, 
one would expect an international record carrier with a hard- 
ware parent to be more tolerant of private, domestic satellite 
systems than either (a) a domestic carrier (directly threatened 
by them), or than (b) an international record carrier with no 
hardware associate, or with no noncarrier associate likely to 
create such private systems. An analysis of the contrasting 
strategies of participants in the domestic satellite proceeding 
bears this out. 
[3910] ** * 


* * * * * 


[3911] In the domestic field a second important competitive 
alternative to carrier or Comsat owned satellite systems is the 
establishment of private or cooperative systems and, in par- 
ticular, of special purpose systems. Here too the television net- 
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works associated with carriers would be less likely than those 
which are not so affiliated to provide distinct alternatives to 
Comsat or AT&T. These issues are more complex, however, and 
require some additional clarification : 

First. television networks interests most clearly diverge from 
those of domestic carriers since these are the carriers most di- 
rectly challenged by the proliferation of special purpose domes- 
tic systems precipitated, in part, by a successful campaign for 
such a television system. 

Second, the international record carriers, blocked from any 
direct participation in the domestic satellite market, can share 
in that market’s growth only as Comsat stockholders and co- 
owners of any future dual purpose earth stations. But here, 
their hardware parents can participate far more directly and 
extensively. Hence the divergent positions taken by WUI, 
RCAC and ITT Worldcom in the current proceeding cannot 
be understood without reference to the hardware market. 
(3912] Third, for hardware parents like RCA or ITT a tele- 
vision network subsidiary can provide: a) an additional base 
from which to influence the future development of the whole 
domestic satellite organization (making them owners of a 
major private user as well as a Comsat stockholder) ; and b) 
advantages in competing for specific contracts to supply satel- 
lite hardware to any private television system, especially if 
there are no FCC procurement safeguards. 


[Federal Communications Commission Exhibit No. J-350] 


{3997]  Exursit J-350.—American Broadcasting Co.—Summary of capital 
needs and plans for meeting them 


i 


1969 


Cash shortage per AR-3. ($58,409) ($32,450) ($22,301) $10, 690 
Borrowings already arranged: 


Borrowing. ase 2 ecenecccns escuseovee’ eesssccecs 
Repayments (500) 
Marine World borrowings*. octecceece 


Shortage to be financed. (28, 784) (55, 450) (22, 801) 
Interest on borrowings, net of tax: 
Duaieveessesorseseesseesensee (562) (375) 
(72) (56) 


(29,418) (55,881) (22, 842) 


See footnotes at end of table. 
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Exarsit J-350.—American Broadcasting Co.—Summary of capital needs 
and plans for meeting them—Continued 


Borrowings, 1967... aoe $30, 000 ($3,000) ($3,000) ($3, 000) 
Interest, net of tax (450) (855) (765) (675) 
Borrowing, 1968. . 60, 000 (6,000) (6,000) 
Interest, net of tax, (900) (1,710) (1, 830) 
Borrowing, 1969. . 

Interest, net of tax 

Borrowing, 1970... 

Interest, net of tax... 


Net cash inflow (outflow) 


PLAN I 
Borrowings, bank lines (6,000) (6, 000) 
Interest, net of tax. 
Borrowings—insurance co... 
Interest, net of tax—1967 loan. (1,890) (1,890) 
Interest, net of tax—1968 loan. (180) (360) 
Borrowings—bank lines... 20, 000 (4,000) 
Interest, net of tax. (300) (540) 
Borrowings—bank lines 3,000 
Interest, net of tax. 


[3996] 
Borrowings, 10 year notes.... (3, 000) (3, 000) 


Interest, net of tax. 
Borrowings, 10 year notes... 
Interest, net of tax... 


(6,000) (6,000) 
(4590) 


(492) (145) 


—— 1s 
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Exurzsit J-350.—American Broadcasting Co.—Summary of capital needs 
and plans for meeting them—Continued 


1967 1968 


PLAN V 


Proceeds from sale on 9/30 of 1,602,000 shares of 
common stock @ $65 less 24% underwriting com- 

- $107,231 

Repayment of IT&T loan—10/1/67. (25, 000) 
Interest saving on IT&T loan !. 187 
Dividend payment. . (677) 
Interest income on short term investments, at 2% 
_ 262 


(5,311) 2, as 


[3999] PLAN I 


All debt, ten year maturities, Capital structure and 
fixed charge coverage: 
Capital structure: 
Debdt at 12/31/66 less repayments. 69, 893 60, 933 
New debt less repayments 5 119, 125 112, 125 


Total debt at 12/31 189, 018 173, 058, 
Equity at 1/1 141,111 166, 841 183, 300 
Earnings less new interest 19,916 23, 959 27, 682 
Dividends, ........--.-..--+ 7, 500) (7, 500) ‘7, 500) 


Equity at 12/31 153, 527 


Total capital at 12/31 301, 049 


Debt as percent of total capital. -.. 49.0% 51.0% 30.8% 46.0% 


Net income as above. $10, 916 $21,814 $23,959 $27, 682 
6, 776 8, 678 9, 907 
2,407 2,199 2,004 
Income taxes at 46% 17,000 20, 400 
Depreciation. ..-... 12,500 7, 19, 500 
Debt repayments, exclusive of IT&T refunding. 7, 665, a 18, 644 
Lease principal payments........-...---..---. oe 3,450 3,021 


After tax earnings coverage. 
Pre tax earnings coverage, including lease 


Pre tax cash coverage including leases. 
Earnings per share. 


See footnotes at end of table. 
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Exursit J-350,—American Broadcasting Co.—Summary of capital needs and 
plans for meeting them—Continued 


1967 1968 


PLAN 


Produces capital structure and coverage ratios sub- 
stantially the same as Plan I. 


{4000} PLAN It 


Debt and Convertible Subordinated Debentures: 
Capital structure: 
Debt at 12/31/66 less repayments. 
New senior debt less repayments. 
Convertible subordinated debentures. 


Total debt at 12/3L.. 
Equity at 1/1 141, 111 
Earnings less new interest. 19, 916 
Dividends. . (7, 500) 


Equity at 12/31 153, 527 


Total capital at 12/31 301, 049 


Senior debt as percent of total capital. . 49.0% 
Debt as percent of total capital... 49.0% 


Net income, as above. cece $19, 916 
Interest charges. 6, 776 
Lease interest... 2,407 
Income taxes @ 46' 17,000 
Depreciation 12, 500 
Debt repayments, exclusive of IT&T refunding. 7, 665 
Lease principal payments. 3,459 


Coverage ratios: 
Pre tax earnings coverage... 
After tax earnings coverage. . 7 
Pre tax earnings coverage, including lease 


Pre tax cash coverage, including leases. 
Earnings per share. 
Earnings per share, diluted by conversion of 
debentures @ $70. 
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Exurpir J-350.—American Broadcasting Co.—Summary of capital needs and 
plans for meeting them—Continued 


1967 1968 


[4001] PLAN IV 


Use of debt and common stock: 
Capital structure: 
Debt at 12/31/66 less repayments. 7 $69,893 $60, 933 
New debt less repayments. .. , 62 58, 525 $1,025 


Total debt at 12/31 128,418 111, 958 


Equity at 1/1...---------- . 227,985 244,741 
Earnings less new interest 25, 768 29, 407 
Sale of new stock. - . 
Dividends.....-. (9, 012) 


Equity at 12/31 WA, 741 


Total capital... 
Debt as percent of total capital. 


Net income, as above. $19, 916 
6,776 
2,407 
17,000 
12, 500 
> 
os 


3,459 


in- 


Pre tax cash coverage, including leases. 
Average shares outstanding. . 
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Exurert J-350.—American Broadcasting Co.—Summary of capital needs 
and plans for meeting then—Continued 


1967 1968 


4002] PLAN V 


Sale of common stock: 
Capital structure: 
Debt at 12/31/66 less repayments. - $87,307 
New debt less prepayments... 4,625 


Total debt at 12/31 92, 522 

Equity at 1/1. 41,111 

Sale of stock... Bees - 107,231 

Earnings plus interest income less new in- 
terest... 20,815 

Dividends (8,177) (10,207) (10, 207) 
Equity at 12/31... 260, 980 275,437 292, 335 


Total capital at 12/31...........----eeee-- 361,009" 


Debt as percent of total capital 23.7% 


Net income, as above. $24, 664 
Interest charges. 4,418 
Lease interest... 2,199 
Income taxes, at 46% 21,000 
Depreciation. ae 17,400 
Debt repayments, exclusive of IT&T loan re- 


Pre tax earnings coverage... 
After tax earnings coverage. 
Pre tax earnings coverage, 


Pre tax cash coverage, including leases. 
Average shares outstanding. 


1 Represents shift from original repayment plan, thus an outflow in 1967 and not in 1968 as scheduled 
above, 
“Repayments included in AR-3. 
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[Federal Communications Commission Exhibit No. J-353; 
presented by Justice Department] 


[4019] Response to Item 3(2) 
Department of Justice Letter of 2/3/67 


A. UHF Stations Affiliated With ABC by Contracts Executed 
Since 1/1/63 


Akron, Ohio WAKR-TV 
Anderson, S.C. WAIM-TV 
Bakersfield, Cal. KLYD-TV 
Binghamton, N.Y. WBJA-TV 
Boston, Mass. WSBK-TV 
Charlotte, N.C. WCCB-TV 
Columbia, S.C. WOLO-TV 
Dayton, Ohio WKEF-TV 
Decatur, Ill. WAND 
Erie, Pa. WJET-TV 
Ft. Wayne, Ind. WPTA 
Fresno, Cal. KJEO 
Harrisburg, Pa. _ WTPA 
Huntsville, Ala. WAAY-TV 
Jacksonville, Fla. WJKS-TV 
Johnstown, Pa. WARD-TV 
Knoxville, Tenn. WTIVE 
Lexington, Ky. WKIJ 
Lima, Ohio '  WIMA-TV 
Louisville, Ky. WLKY-TV 
Madison, Wisc. WKOW-TV 
Montgomery, Ala. WKAB—TV 
Muncie, Ind. 

Parkersburg, W. Va. 

Pasco, Washington 

Peoria, Ill. 

Poplar Bluff, Mo. 

Roanoke, Va. 

Salisbury, Md. 

Scranton, Pa. 

South Bend, Ind. WSSV-TV (Elkhart) 


Springfield, Mass. 
Yakima, Wash. 
Youngstown, Ohio 
Zanesville, Ohio 


[4020] B. Cities and Towns Where UHF Affiliation Requests 
Were Declined by ABC Since 1/1/63 * 


Anniston, Alabama WHMA 
Muscle Shoals, Ala. CH. 47 (WVNA) 
Tuscaloosa, Alabama 

Hanford, California 

San Bernardino, California 

San Diego, California 

Groton, Connecticut 

Melbourne, Florida 

Valdosta, Ga. WJEM (Proposed) 
Marion, Indiana WTAF-TV 
Ft. Scott-Iola, Kansas KMBO-TV 
Joplin, Mo. KUHI-TV 
Sikeston, Mo. CH. 37 
Wildwood, N.J. WCMC-TV 
Poughkeepsie, New York CH. 54 
Jamestown, N.Y. WKSN-TV 
Charlotte, N.C. WCTU-TV 
Hickory, N.C. WHKY-TV 
Wilson, N.C. 

Ashtabula, Ohio 

Portsmouth, Ohio 

Allentown, Pa. 

York, Pa. 

Lubbock, Texas 

Nacogdoches, Texas 

Victoria, Texas A 
Danville, Va. WHTM-TV 
Washington, D.C. WDCA-TV 
Austin, Texas KHFI-TV 


* This list does not include all markets with three stations or less where 
the UHF station became affiliated with another network or all markets 
with four or more stations where ABC renewed or established a VHE 
affiliation. : 
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[Federal Communications Commission Exhibit No. J-359; 
presented by Justice Department] 


[4167] INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION, 
New York, N.Y., May 4, 1967. 
Rosert Baxer, Esq., 
Antitrust Division, 
Department of Justice, 
Washington, D.C. 

Dear Mr. Baxer: This letter will confirm the information 
concerning AR 83 which was previously given by Mr. Aibel to 
Mr. Gordon of your office. 

1. In the excerpt of the Directors Meeting of July 10, 1963, 
the word “He” refers to Mr. Ted B. Westfall. 

2. In the excerpt of the Directors Meeting of November 13, 
1963, the word “He” refers to Mr. Ted B. Westfall. 

3. In the excerpt of the Directors Meeting of December 11, 
1963, the word “He” refers to Mr. Ted B. Westfall. 

4, In the excerpt of the Directors Meeting of June 10, 1964, 
the word “He” refers to Mr. Ted B. Westfall. 

5. In the excerpt of the Executive Committee Meeting of 
May 8, 1963, the word “He” refers to the Company President, 
Mr. H.5. Geneen. ; 

6. In the excerpt of the Executive Committee Meeting of 
April 8, 1964, the word “He” refers to the Company President, 
Mr. H.S. Geneen. 

Very truly yours, 
Scorr E, Boon. 


[Federal Communications Commission Exhibit No. J-363; 
presented by Justice Department] 


[4222] 1967 Operating Plan 
ITT CATV Operations 


* * * * * 


[4224] In submitting our 1967-1971 Business Plan on De- 
cember 15, 1966, we indicated that detailed operating plans were 
not available and the resultant accuracy of the Business Plan 
would be subject to some variation. It was determined that due 


8772 


to this possible variation there would be no oral presentation 
of the Business Plan until an adequate review of our operating 
plans had been conducted. This document summarizes that 
review. An oral presentation may be scheduled at any time in 
the near future. 
Rosert A. MarsHALu, 
General Manager, ITT CATV Operations. 


* * * * * 


[4229] ITT in THE CATV Business 


REASONS FOR CONTINUING 


. Asan industry CATV isa profitable business. 

. CATV can provide ITT with a U.S. operating company base. 

. CATV has a good return on investment ratio. 

. Itisarapidly growing business. 

. It can provide a market for ITT products (wire and cable, 
etc.). 

. It can provide a hedge against any erosion of the broadcast- 
ing revenues CATV as an industry might create. 

. Favorable public exposure if performance good. 

. Technical feasibility of expanded services, mass communica- 
tions, automation of household services, ete., provides 
growth base. 


REASONS AGAINST CONTINUING 


. Relatively high risk business due to our learning curve, 
volatile nature of industry, etc. 

. Legislative and regulatory problems could have severe im- 
pact on industry. 

. Heavy capital needs for short term (next 3 to 5 years). 

. Public exposure for poor performance. 

. Political exposure at local level. 

. Increasing competition from major companies for new fran- 
chises. 

7. Conflict with broadcasting operations possible. 
. Could achieve capital gain if interests sold now. 


* * * * 
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[4232] 3. SPECIFIC RECOMMENDATIONS 


a. ITT continue in the CATV business. 

b. We dispose of our interests in 

(1) Unicable, Inc., Oswego, New York 

(2) TTC of N.C., Mechlenberg County, North Caro- 
lina 

ce. We expand, through added construction and additional 
franchise acquisition, our interests in 

(1) Northwest Cablevision, Seattle, Washington 

(2) Garden State Cable TV, Inc., Southern New Jersey 

(3) Southwest CATV, Inc., Rio Grande Valley, Texas 

d. We retain our present interest in Puerto Rico Cablevision 
in hold posture. 

e. We initiate a concentrated investigation to acquire other 
franchises in the states of Washington and New Jersey. 

f. We consolidate our equity position in the four retained 
systems into a new subsidiary and exercise our stock warrants 
and options. 

g. We acquire 100 per cent equity in Garden State, through 
purchase; and increase our equity in Northwest to at least 80 
per cent as part of the new financial agreement. 

h. A study group or task force be formed to investigate: 

(1) future technology of CATV and possible ITT prod- 
uct development. 

(2) interrelationship of CATV and other consumer 
communications services: fire and medical alarm, utility 
telemetering, data links, newspaper by wire, ETV, ete. 

(3) regulatory problems, such as copyright, conflict 
with broadcasting, etc. 

(4) other long term developments. 

If the results of this investigation are favorable and signifi- 
cant opportunity is established, then an additional study of 
major acquisitions should be undertaken. 


* * * * * 


[4246] B. PRODUCT PROGRAM OFFERING 


The present plan for Metropolitan Seattle systems and South 
Seattle will be based on the twelve channel capability of the 


877bb 


VHF channels on all conventional television sets produced over 
the past fifteen years. The channels will be as follows: (See 
schedule) 
The initial package will be: 
6 Local stations 
1 Bellingham 
2 Canadian, if possible under FCC rules with 2 Tacoma 
UHF as substitutes during interim period 
1 Weather channel 
1 Local origination programming with some movies 
1 24-hour news AP wire service channel 
In many of the areas of Seattle operating engineering diffi- 
culties arise when direct pickup of signals in subscribers’ sets 
interferes with cable signals. Temporary expedience includes 
operation of local channels converted to different cable chan- 
nel allocation. This however reduces the number of usable 
channels from twelve to nine. Industry solutions include a va- 
riety of outboard tuning devices capable of handling up to 31 
channels of television service. 
Ultimate product possibilities: 
6 local channels 
1 Bellingham 
3 Canadian 
3 Network channels videotaped and played back on 
following day (including commercials) 
1 weather channel 
1 news channel 
1 stock market and business channel 
1 
1 


closed circuit movie channel 
channel devoted to industry area training films, i.e., 
Boeing Company 
4 educational channels operated by City of Seattle and 
area, school systems 
6 Los Angeles Independent channels 
1 San Francisco Independent channel 
1 Portland Independent channel 
The above service offering, especially the Los Angeles, San 
Francisco, and Portland Independent program, is dependent 
upon future FCC rulings regarding imports of distant non- 
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network signals and further development of the Pacific Coast 
miscellaneous common carrier microwave service availability. 


* * * * * 
[4248] C. EXPANSION PROGRAM 


In anticipation of forestalling any competitive inroads into 
areas of Seattle where we have developed systems, we have 
engineered approximately 200 miles of additional plant. Per- 
mits to initiate construction have been filed with the telephone 
company and detailed schedules and material and manpower 
requirements developed. 

The priority of construction will be: 

1st Magnolia-Queen Anne Sections 

2nd Ballard (North Beach expansion) 

3rd West Seattle 

4th South County 
although some construction will proceed in all areas simul- 
taneously. 

The attached revised pro forma statements indicate the an- 
ticipated subscriber growth, revenue and expense projections. 


D. INCREASED PROGRAM ORIGINATION CAPABILITY 


At the present time we are originating a Time and Weather 
channel on the West Seattle system and recognize that with an 
increased base of subscribers additional programming will be 
required. A tentative engineering approach for tying major 
segments of each of the various areas has been developed and 
various types of satellite program origination capability in- 
cluded in the attached capital forecast. A detailed review and 
final plan for these facilities will be prepared during the initial 
construction phase. 


E. ITT EQUITY POSITION 


At present we have stock purchase warrants which would 
permit us to acquire 60 per cent of the stock ownership in 
Northwest Cablevision.. These warrants were issued in part 
as consideration for our loan of $1,500,000. If we increase this 
Joan to $5,500,000 to finance the proposed expansion program, 
we would obviously expect an increased percentage of owner- 
ship equity. I believe this should be between 80 and 90 per cent. 
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F. MANAGEMENT AND CONTROL 


The present management of Northwest is diligent, hard 
working and capable. They should be retained and additional 
compensation, both in the form of salary increase and an in- 
centive bonus plan, developed. 


* * * * 


[4279] F. MANAGEMENT CONTROL 


In order to protect our present investment and insure the 
proper expenditure of future funds, we have: 

emplaced Mr. H. Moffatt as Vice President and Operat- 
ing Manager. 
added two ITT members to the Board of Directors. 
appointed our Comptroller, Mr. John Morrison, as Sec- 
retary-Treasurer. 
revised the Southwest CATV by-laws to: 

* change principal place of business from Houston to 
Rio Grande Valley (cost reduction purposes). 

* provide specific delegation of authority to General 
Manager and reserve for Board approval major fi- 
nancial commitments. 

* transfer authority of signatures for bank accounts. 
established schedule and method for clarifying issuance 
of stock (if any) to minority holders. 
established a schedule to resolve any other claims out- 
standing on Southwest CATV capital stock. 
enlisted the aid of Messrs. Yturria, Koppel, Boswel, 
Kamin and Olsen to protect the unbuilt franchises. 
clarified proposal to import microwave signals from 
Monterrey. This is being held pending further investi- 
gation. 


G. INTERIM MARKETING STRATEGY 


Since the ultimate product will not be available until No- 
vember, we have established the following product and sales 
strategy: 


278-719—67——56 
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Intensify local origination of Spanish language pro- 
gramming. Fill community need. 

Improve reproduction quality of Channel 6 (Monter- 
rey) tape playback. 

Concentrate heaviest direct sales effort on Spanish- 
speaking portion of population in Brownsville. 

Pre-sell new construction on segment-by-segment con- 
trolled basis. 

Intensify dealer sales program. 

Minimize advertising promotion in favor of direct sales. 


* * * * 


[5820] If the stakes were high in radio, it took no great clair- 
voyance in the late ’40’s to recognize that the situation in tele- 
vision, absent additional resources, was going to be even more 
critical. Here again, ABC’s shortage of affiliates with profitable 
Class I AM operations produced untoward and unforeseen con- 
sequences in TV. Following World War II, NBC and CBS (the 
former, particularly) had encouraged their affiliates, who were 
in a financial position to do so (generally those with major 
AM facilities), to protect themselves by getting television per- 
mits while they could be had for the asking. Thus, when the 
1948-1952 TV freeze came along, and television sets in the 
hands of the public zoomed in those 4 years from 500,000 to 15 
million, most of the 105 TV franchises then outstanding were 
held by persons long associated with either NBC or CBS. And 
with nearly all markets, except for a handful, limited to one 
or two stations thus associated with NBC and CBS, ABC faced 
an impossible clearance problem, particularly during the 1948- 
1952 “freeze’’—as reflected by the 1951 gross billings of the 
four TV networks: 
$59, 171, 452 
-- 42,470, S44 


18, 585, 911 
DuMont 
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[4319] [Federal Communications Commission Exhibit No. 
BB-1; presented by Broadcast Bureau] 


Total Revenues and Profit of the Three Neticorks—O & O's 


(In millions} 


Revenues Profit before tax 


3 networks ABC 3 networks ABC 


Network... 
O& O's... 


Network. 
0 & O's. 


Payments to affiliates. 


1961 
Network. 
0&0" 


Payments to affiliates. 


( ) Denotes Loss. 
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[Federal Communications Commission Exhibit No. 25; pre- 
sented by Broadcast Bureau] 


[4396] INTERNATIONAL TELEPHONE 
AND TELEGRAPH CORPORATION, 
INTERNATIONAL HEADQUARTERS, 
May 17, 1966. 


To: Messrs. H. S. Geneen and H. Perry. 
From: Robert H. Kenmore. 
Subject: Nielsen Ratings. 


Attached are the Nielsen ratings (both National and 30- 
Market) for the current season to date. The big jump in ABC 
for the week ending April 24 was due to the Academy Awards 
broadcast. Apart from that there is not too much of significance 
to report as we are coming into the period when sets in use 
are going down and the “ratings race” is pretty much over for 
the season. 

I am attaching a copy of a tabulation that Nielsen did on 
comparing the ratings performance for the networks for this 
season versus last season. It naturally shows that ABC did not 
stack up as well this year as'in the previous year. However, 
taking the 30-market ratings for the January-April portion of 
each season only (i.e. categorized this year by ABC as their 
Second Season) the comparison is much more favorable to 
ABC. The only thing this indicates to me is that prompt and 
imaginative action on the programming front can yield re- 
sults in this business, which is a heartening thought versus the 
sometime expressed view that a network is a slave to the ratings 
performance of its existing shows once a season has started. 

Softness in television buying does not seem to have affected 
network billings in the first two months of this year, as indi- 
cated by the attached clip. 
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[Federal Communications Commission Exhibit No. 26; 
presented by Broadcast Bureau] 


[4397] INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION, 
INTERNATIONAL HEADQUARTERS, 
January 26, 1966. 


To: Mr. H. S. Geneen/Mr. H. Perry. 
From: Robert H. Kenmore. 
Subject: Nielsen Ratings. 


The 30-market Nielsen’s are out for the week ending Janu- 
ary 16 (Week 18), which was the premier week of ABC’s Second 
Season. 

Predictably ABC came in first with a 20.0 rating, with CBS 
at 19.2 and NBC at 18.3. 

Preliminary analysis would indicate that ABC’s strength 
resulted primarily from higher sets in use rather than stealing 
viewers away from the other 2 networks. 

As far as individual shows were concerned Batman II 
(Thursday night) was the top rated show of the week, Bat- 
man I was second, Henry Phyfe was sixth, and Blue Light tied 
for twelfth with Daktari (a new CBS show). 

It will take a couple of more Nielsen books to determine 
the staying power of the new shows, but on balance there is no 
question that the Second Season has been a successful venture 
for ABC. While only the Batman will probably continue in the 
“hit” category this is really the critical show because of its 
twice a week booking and important 7:30 p.m. time slot as a 
lead-in to the rest of the night. Furthermore all of the shows 
that were cancelled to make room for the new ones had such a 
low rating that even if the other shows managed to hold on to 
an “average” rating, ABC will show a net improvement on 
balance. 


* * * * * 
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[87] FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D.C. 20554 


ABC-ITT Mercer PROCEEDINGS 


MEMORANDUM OPINION AND ORDER WITH REVISED DISSENTING 
STATEMENTS BY COMMISSIONERS BARTLEY AND JOHNSON 


ConvTENTS 


PART I. MEMORANDUM OPINION AND ORDER BY 
THE COMMISSION 


Part II. Dissenting Statement of Commissioner Robert T. 
Bartley 

Part III. Dissenting Statement of Commissioner Kenneth A. 
Cox 

Part IV. Dissenting Opinion of Commissioner Nicholas John- 
son 


PART I. MEMORANDUM OPINION AND ORDER BY 
THE COMMISSION 

FCC 66-1186 

92762 
BEFORE THE . 


FEDERAL COMMUNICATIONS COMMISSION 
Wasuincton, D.C. 20554 


Docket No. 16828 


In the Matter of 
APPLICATIONS BY AMERICAN BroapcasTinc Companies, Inc. 


For Assignment of Licenses of Stations WABC, WABC- 
FM, WABC-TV, New York, N.Y.; WLS-FM, WBKB, 
Chicago, Ill.; KGO, KGO-FM, KGO-TV, San Fran- 
cisco, Calif.; KABC, KABC-FM, KABC-TV, Los 
Angeles, Calif. 
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For Transfer of Control of Stations WLS, Chicago, IIL; 
KQV and KQV-FM, Pittsburgh, Pa.; WXYZ, WXYZ- 
FM, WXYZ-TV, Detroit, Mich. 

For Assignments and Transfers of Ancillary Radio 
Facilities. 

MEMORANDUM OPINION AND ORDER 


By rHE CoMMISSION: COMMISSIONERS BaRTLEY, Cox AND 
JoHNson DISSENTING AND IssuING SEPARATE STATEMENTS 


1. This proceeding involves applications by American Broad- 
casting Companies, Inc. (ABC) for Commission approval of 
assignments and transfers of licenses for seventeen broadcast- 
ing stations to a new corporation of the same name which will 
be a wholly owned subsidiary of International Telephone and 
Telegraph Corporation (ITT). The substance of the proposed 
transaction is that ABC will be merged into ITT so that ulti- 
mate control will pass from the present stockholders of ABC to 
a new group of stockholders which will be composed of the pres- 
ent ABC stockholders plus the present ITT stockholders. 

2. ABC and ITT entered into a merger agreement on Feb- 
ruary 14, 1966. On March 31, 1966 the applications herein were 
filed with the Commission. Public notice of the filing of these 
applications was given, as required by statute and regulation. 
47 USC § 311, 47 CFR 1.580. Proxy statements relating the 
details of the proposed mergers were mailed to all the share- 
holders of ABC and ITT, and the shareholders of both corpora- 
tions voted overwhelming approval of the proposed merger. 

3. On July 20, 1966 the Commission sent letters to the presi- 
dents of ABC and ITT requesting further information relating 
to the proposed future operations of the new licensee company. 
On July 25, 1966 replies to these letters were received by the 
Commission from ABC and ITT. On August 18, 1966 the Com- 
mission issued an Order and Notice of Oral Hearing Before 
the Commission en Banc. The Commission there noted that the 
applications contain and are accompanied by masses of data 
and numerous exhibits setting forth in great detail all of the 
factual information normally sought by the Commission in 
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transfer proceedings, together with a large amount of addition- 
al information concerning the corporations involved. The Com- 
mission stated that the.great bulk of data supporting the ap- 
plications is factual and statistical in nature, and the Commis- 
sion’s review of the data did not indicate any questions of fact. 
In light of these considerations, the Commission accepted the 
factual representations in the filings herein as authentic and 
accurate statements of fact and as evidence of record herein. 
The order also provided that in order to preserve the right of 
any interested party to raise any questions of fact, any party 
desiring to offer other or further evidence might file a written 
statement of such evidence within 20 days of the date of re- 
lease of the order. The order provided that any statement of 
facts so filed would be accepted and received as evidence, sub- 
ject to all proper objections and arguments as to relevance and 
materiality, unless an objection was filed challenging the au- 
thenticity or accuracy of such evidentiary statements within 
five days after the filing and service upon the parties of any 
such statements. A hearing was ordered before the full Com- 
mission to be held on September 19, 1966, and it was provided 
that any interested party desiring to appear and be heard 
should file a statement on or before September 5, 1966, indicat- 
ing such intention and designating an attorney or other spokes- 
man. 

4. Pursuant to the order of August 18, 1966 ABC and ITT 
filed a number of statements and exhibits setting forth substan- 
tial additional data concerning those companies and their plans. 
ABC and ITT filed notices of intention to appear at the hearing 
and named attorneys and corporate officials to attend and 
speak on behalf of the respective corporations. 

5. Hubbard Broadcasting, Inc. (Hubbard) filed a timely 
Petition to Deny the application for assignment of the license 
of WABC, New York, N-Y., one of the stations owned and 
operated by ABC. Hubbard has no objection to the transfer of 
any of the other licenses or properties involved in this proceed- 
ing. Hubbard also filed timely notice of intention to appear 
at the hearing on September 19, 1966, and did appear by its 
attorney, who was heard by the Commission. 
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6. The proposed ABC-ITT merger, the submission of the 
merger agreement to the shareholders of each corporation, the 
filing of the applications with the Commission, the Commis- 
sion’s further inquiries to the parties, the setting of the matter 
for hearing before the Commission and the hearing before the 
Commission, all received wide publicity in the general press, 
the trade press, on broadcast news reports and in other media. 
With the exception of Hubbard, whose case is discussed sepa- 
rately below, no statements, written submissions or objections 
were filed and no appearances were made in opposition to the 
granting of the applications.’ Since the conclusion of the hear- 
ing, the Commission has received comments from a few Sena- 
tors on the proceedings, and several letters from others express- 
ing their views on this matter. These letters have been made 
part of the public file associated with the docket in this pro- 
ceeding and have been treated by the Commission in accord- 
ance with controlling principles of administrative and consti- 
tutional law as expounded in Pillsbury Co. v. F. T. C., 354 
F2d 952 (CA 5th 1966), and Sangamon Valley Television Corp. 
v. United States, 269 F2d 221, 18 RR 2109 (CA DC 1959). 

7. In deciding upon the procedures to be followed in review- 
ing the applications for our consent to the merger, we found 
it desirable to go considerably beyond the steps ordinarily pur- 
sued in processing even the larger transfer matters. In each in- 
stance of departure from perfunctory routines, which we briefly 
note here, we have sought to heighten the effectiveness of the 
methods customarily employed to assay the effect of station 
transfer proposals on the public interest. 

8. The initial tasks of staff review and analysis of the volu- 
minously documented applications, and the presentation of 
recommendations to the Commission were specially assigned to 
an experienced, senior member of the staff of our Broadcast 


*On September 15 and 19, 1966 telegrams were received from an individ- 
ual unknown to the Commission and unidentified requesting postponement 
of the September 19 hearing for 30 days so that the signer could appear in 
opposition to the merger. The signer was informed that the request was 
neither timely nor in accord with Commission requirements but that the 
signer was at liberty if he wished to make a prompt written submission. 
None has been received and no facts were alleged warranting further 
attention. 
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Bureau who, freed from other duties and provided with all 
needed assistance was thus facilitated in performing a pains- 
taking and searching study of the proposal. 

9. Upon our review of the staff’s submissions, which included 
2 separate analysis by senior staff of the Common Carrier Bu- 
reau, and, taking into account ITT’s and ABC’s prompt 
response to our requests for additional information, we consid- 
ered and, for the following reasons rejected the step of initiat- 
ing a routine hearing. There being no substantial or material 
question of fact, and no adversary party, there was no occasion 
for the laborious and time-consuming process of accruing on a 
hearing record the voluminous matter already available in for- 
mal documentation accompanying the applications, in supple- 
mental submissions by the parties and in published data of 
which we could, as needed, take official notice. 

10. Moreover, since what was needed was not a hearing 
record of factual data already available to us, but an effective 
means for critical review of its legal and policy implications, 
we chose not to have oral proceedings conducted in perfunc- 
tory fashion before an examiner, but arranged instead for the 
Commission en banc to hear interested parties as well as any 
objectors who might come forward. None did. By this means 
we provided an opportunity—unavailable under standard 
procedures—for direct, formal and public confrontation be- 
tween the Commissioners who are charged with making the 
judgments reposed by law upon the Commission, and the re- 
sponsible executives of the parties, as well as their experts and 
counsel. Procedures routinely followed would have provided 
us—after long delay—only with a written record in whose 
development the Commissioners could have had no participa- 
tion, and oral presentations by counsel with no appearances of 
the principals. 

11. Accordingly, the Commission provided that the doc- 
umentary submissions should be taken as the factual record. 
It further provided that “any party” desiring to offer other or 
further evidence or facts, or to challenge any facts, might do 
so by a written statement. Order and Notice of Oral Hearing 
Before the Commission En Banc, August 17, 1966. This proce- 
dure goes considerably beyond the normal Commission proce- 


883 


dure in inviting and permitting intervention without requiring 
any showing of standing or interest. 

12. Another departure from routine practice which we 
adopted was to place upon our staff the responsibility for mak- 
ing an independent determination and public presentation of 
all the questions of law and policy which they considered were 
posed by the merger. We thereby sought to afford the max- 
imum opportunity for consideration of every pertinent facet 
of the pending proposals, The hearing was held and occupied 
two unusually long days. During the hearings the Commis- 
sioners personally heard, saw and cross-examined not only the 
attorneys for the parties but the principal officers of the cor- 
porations. The individual Commissioners had an opportunity 
to participate in the proceedings, to hear and observe the prin- 
cipals involved, and to have first-hand knowledge of the testi- 
mony and representations of the parties in a manner that 
would have been quite impossible under the procedure for an 
ordinary evidentiary hearing. As a result, the Commission be- 
lieves that it has a more complete knowledge and better under- 
standing of the issue involved in this proceeding than would 
have been possible under any other procedure. 

13. Although this procedure has not produced complete 
agreement among the Commissioners, it has certainly resulted 
in thorough consideration. The disagreements result from dif- 
ferences of judgments and viewpoints, and no other or further 
proceedings offer any prospect of resolving any of the issues on 
which the members of the Commission now differ. It is the 
judgment of the majority of the Commission that the procedure 
followed in this case was extraordinarily painstaking and thor- 
ough and the most adequate in the circumstances of this case 
that our ingenuity could devise. 

14. Since this proceeding involves a merger the Commission 
has considered the possibility of potential antitrust significance, 
and, accordingly, has established and maintained a continuing 
liaison with the Antitrust Division of the Department of 
Justice, pursuant to which the Commission has kept the Anti- 
trust Division advised of all proceedings involving this matter. 
The Commission was aware of the official statement of the 
“Business Review Procedure” by the Antitrust Division, which 
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states that where the opinion of the Antitrust Division is sought 
for business conduct which “is subject to approval by a regula- 
tory agency, no review request will be considered until after 
agency approval has been obtained.” The Antitrust Division 
made no statement or filing regarding this matter prior to the 
Commission hearing, made no appearance at the hearing, and 
offered no comment except that it had the matter under study 
until November 3, 1966, when it stated in a letter to the Com- 
mission that there was a possibility of “anti-competitive effects” 
and of “anti-trust questions” involved in the proposed merger. 
The Commission thereafter urged the Antitrust Division to 
make a more definitive statement, and finally on December 20, 
1966, the Antitrust Division stated in a letter to the Commis- 
sion that: “The possibilities of such anticompetitive conse- 
quences seem sufficiently speculative that we are not presently 
contemplating an action under the antitrust laws to enjoin con- 
summation of the merger.” The letter then went on to review 
various aspects of the proposed merger which the Antitrust 
Division suggested the Commission consider under the public 
interest standard. These included possible technical develop- 
ments or contributions in the broadcasting field by ITT, ITT 
interest in some CATVs, the possible development of domestic 
satellites and their use in broadcasting transmissions, the possi- 
bility of difficulty arising out of integration of a network by a 
large diversified industrial concern, and the possibility that 
ABC might be able to provide its needed capital from profit. 
The letter concludes: “Because of the uncertainties inherent in 
predicting developments in these rapidly changing areas, we 
cannot conclude on the basis of the facts presently available to 
us that the competitive effects are sufficiently determinable to 
make it appropriate for the Department of Justice to institute 
suit at this time under Section 7 of the Clayton Act. We sug- 
gest, however, that these anticompetitive possibilities warrant 
serious consideration by the Commission . . . in applying the 
public interest standard . . .” 

15. We agree with the Antitrust Division that the standards 
governing its action and the action of the Commission are sig- 
nificantly different. The Antitrust Division is charged with en- 
forcement of the antitrust laws, 15 USC sec. 1, et seq., while 
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the Commission is charged with effeetuating the policies of the 
Communications Act. 47 USC sec. 151. Under the Communica- 
tions Act the standard for Commission action is not simply 
competition but the wider public interest, and the Supreme 
Court has instructed this Commission that “encouragement of 
competition as such has not been considered the single or con- 
trolling reliance for safeguarding the public interest” in this 
field. F.C. C. v. RCA Communications, 346 US 86, 93 (1953). 
This principle has recently been reaffirmed. Seaboard Air Line 
RR v. United States, 15 Led2d 223 (1965). Under these prece- 
dents, it is reversible error for the Commission to rest its deci- 
sion solely on competitive considerations. F.C.C. v. RCA Com- 
munications, supra; Seaboard Air Line RR v. United States, 
supra. We appreciate the effort the Antitrust Division has 
made to assist the Commission, although we are bound to note 
that its comments would have been more appropriate and help- 
ful if they had been submitted before or at the time of the hear- 
ing in this matter. All of the facts and considerations discussed 
in the letter from the Antitrust Division are and have been 
known to the Commission and have been the subject of careful 
consideration under the principles and standards applicable 
to our field of specialized jurisdiction, experience and expertise. 

16. As is more fully explicated in the discussion which fol- 
lows, we have given careful consideration to all of the competi- 
tive factors involved here, including those mentioned in the 
Antitrust Division letter, and have concluded from our analysis 
of the factual situation, upon the basis of our own “analysis of 
the needs of the industry,” and with the help of our “accumulat- 
ing insight” derived from the exercise of our functions, F.C.C. 
v. RCA Communications, supra, at 94, 96, that the merger pro- 
posed here would enhance, rather than lessen, competition in 
the field of communications, and would serve the public interest 
and the purposes of the Communications Act. The problems 
involved in the development of CATVs and their relationship 
to conventional broadcasting facilities have been under long 
and intensive consideration by the Commission, and we have 
issued a number of opinions and orders relating to these mat- 
ters and setting forth the Commission’s position in great detail. 
See Dockets No. 14895, 15233, 15971, First Report and Order 
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(April 22, 1965) 38 FCC 683, Memorandum Opinion and Order 
(July 7, 1965) 1 FCC2d 524, Second Report and Order (March 
4, 1966) 2 FCC2d 725. We have specifically considered the is- 
sue of cross-ownership of television and CATV facilities. Dock- 
et No. 15415, First Report (July 27, 1965) 1 FCC2d 387. These 
dockets remain open and we are continuing to receive informa- 
tion and give consideration to the issues involved in this com- 
plexus of problems. In any event, we do not find any realistic 
relevance to this proceeding in the CATV matters mentioned. 
We have set out herein our views on all relevant issues and the 
considerations which compel us to the conclusion that the pur- 
poses of the Communications Act will best be effectuated by the 
order which follows. 

17. Although the only applications actually pending before 
the Commission involve the transfer of control of seventeen 
radio and television stations, these are an integral part of an 
enterprise which includes a national radio and television net- 
work. The evidence that has been submitted to the Commission 
is far greater in both extent and depth than that normally sub- 
mitted in a transfer proceeding and the Commission inquiry 
has gone far beyond the scope normal in transfer proceedings. 
If this proceeding involved no more than the transfer of con- 
trol of the seventeen broadcasting stations, the record would 
be more than ample to sustain approval. However the focus 
of attention of both the Commission and the applicants has 
been on the significance of control of the network. We are mind- 
ful that this involves jurisdictional problems. Although the 
Commission is authorized to make special regulations for sta- 
tions “engaged in chain broadcasting,” 47 USC sec. 303(i), 
some question remains as to how far the Commission is author- 
ized to inquire into or attempt to control other network activi- 
ties or corporate affiliations. Cf. National Broadcasting Co. v. 
United States, 319 US 190 (1943). We note that within recent 
months a radio network has changed ownership and two other 
networks have acquired large non-broadcast interests, all with- 
out submission to or action by the Commission since there were 
no station licenses being transferred in these transactions. Thus 
the instant matter comes before the Commission because of the 
form and circumstances of the transaction and not because of 
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any statutory authority to regulate networks. However, since all 
the information sought by the Commission in this proceeding 
has been furnished without objection by the parties, and in view 
of our ultimate determination, it is not necessary for us to de- 
cide the scope of our jurisdiction in this area. We have consid- 
ered this matter without regard to any jurisdictional limits and 
we merely note that we leave the limits of our jurisdiction over 
networks for future consideration. 

18. On June 21, 1965 the Commission issued a Public Notice 
establishing an interim policy concerning the acquisition of 
broadcast stations. FCC 65-548. In substance this policy de- 
clared that any subsequent application for a television station 
license the grant of which would result in any party having more 
than three television stations, or more than two VHF stations, 
in the top fifty television markets would be designated for 
hearing in the absence of a compelling showing for the grant. 
That policy applies to the present applications. It does not, by 
its terms, bar the approval of transfers falling within its terms, 
but only requires that such transfers be subject to the searching 
inquiry of a hearing. The procedure followed in this proceeding 
was designed to secure all relevant factual data and subject the 
principals to full interrogation and examination, and we believe 
that it achieved those goals. Indeed, the hearing held in this 
proceeding gave the Commission itself, as distinguished from 
its staff, a more complete opportunity to interrogate the 
principals and learn the basic facts than would have been the 
case had there been the more conventional reference to a Hear- 
ing Examiner and preparation of a printed record. Conse- 
quently we believe that the requirement for a hearing which 
was set forth in the statement of interim policy has been satis- 
fied by the procedure herein.* 


* During the course of the hearing, counsel for ABC questioned whether 
the hearing of September 19th and 20th satisfied all technical requirements 
of the type of hearing to which under Section 309 of the Communications 
Act applicants for stated types of broadcast authorizations are entitled, 
under stated conditions, if the Commission does not grant their applications. 
However at the conclusion of the hearing all counsel stated that all relevant 
evidence was in the record, that there was no further evidence to be secured 
by further proceedings, and that the parties waived any other or furtber 
hearings. Transcript 601-607. 
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19. The basic issue which has pervaded these proceedings 
and to which most of our attention has been directed is whether 
the acquisition of one of the three national television networks 
and one of the four national radio networks by a large diver- 
sified industrial company, such as ITT, will increase concentra- 
tion of control of the mass media or tend to decrease or discour- 
age diversity in broadcasting. The concern of the Commission 
on this point is similar to, but not identical with, the policy of 
the national antitrust laws. It is appropriate, and perhaps man- 
datory, that we take account of the national antitrust policy. 
Southern Steamship Co. vs. N.L.R.B., 316 US 31 (1942) ; Mans- 
field Journal Co. v. F.C.C. 180 F 2d 28 (1950). However, we 
cannot rest our conclusion solely on our judgment as to the 
application of antitrust policy, and must establish what we 
regard as a satisfactory accommodation between the demands 
of the antitrust laws and the purposes of the Communications 
Act. Seaboard Airlines RR v. United States, 15 Led 2d 223 
(1966); F.C.C. v. RCA Communications, Inc., 346 US 86 
(1953). 

20. The antitrust laws and policy in effect prohibit those 
corporate mergers that are likely substantially to lessen com- 
petition or tend to create a monopoly. 15 USC sec. 18. Fun- 
damental to any analysis of concentration or competition is a 
definition of the “relevant market,” or the geographical area 
and products involved. Brown Shoe Co. v. United States, 370 
US 294 (1962); United States v. Philadelphia National Bank, 
374 US 321 (1963); Tampa Electric Co. v. Nashville Coal Co., 
365 US 320 (1961). The significance of a merger, or similar 
transaction, must be judged by appraisal of the effect upon 
business and the amount of business involved in relation to the 
market setting in which the effect takes place. There may be 
several different kinds of relationships between corporations 
and their effects may be found in different markets. 

21. The record in this proceeding shows no market in which 
ABC and ITT engage as competitors. Consequently the pro- 
posed merger will eliminate no “horizontal” competition, and, 
therefore, is not inconsistent with antitrust policy for that rea- 
‘son. Cf. United States v. Von’s Grocery Co., 16 Led 2d 555 
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(1966). ABC and ITT have a vertical, or buyer-seller, relation- 
ship in two respects. ITT buys some television and radio ad- 
vertising, and ABC buys some products sold by ITT. The evi- 
dence in the record discloses these relationships in detail. The 
total television advertising purchased by ITT in 1965 was ap- 
proximately $523,000, and for 1966 is estimated at $1,672,000. 
Total radio advertising by ITT in both years was approxi- 
mately $25,000. FCC records disclose that in 1964 total tele- 
vision advertising time sales amounted to $1,549.9 million and 
in 1965 to $1,673.7 million. Radio advertising time sales in 1964 
amounted to $763.7 million, and in 1965 to $827.7 million. ABC 
purchased products and services of the same or similar type to 
those produced or furnished by ITT in an amount of approxi- 
mately $606,000 in 1964. These products and services were in 
such varied markets as air conditioning equipment, auto 
rentals, electronic equipment and overseas cablegrams. No 
single category of such products or services amounted to as 
much as $150,000 annually. Official data show that the market 
size for the two such markets with which we are most con- 
cerned in this case were over $100 million of annual revenue for 
overseas record carriers, and over $8.7 billion annual sales for 
communications equipment. Clearly the market shares repre- 
sented by the vertical, or buyer-seller, relationships between 
ABC and ITT are so small as to be insubstantial by any legal 
test. Tampa Electric Co. v. Nashville Coal Co., 365 US 320 
(1961); United States v. Columbia Steel Co., 334 US 495 
(1948). There is no evidence that the merger would afford 
either company an opportunity to use the economic power of 
the other to secure any significant purchases by reciprocity, 
and there is an unqualified representation that neither com- 
pany engages in such practice and that the policy of ITT is 
against any such practice. The record is persuasive that there is 
no substantial probability that the merger will lead to any such 
abuse of economic power. 

22. One of the principal issues that concerned the Commis- 
sion in this proceeding was whether the large business interests 
of ITT might be permitted to exert an influence on the broad- 
casting activities of ABC, and particularly whether there would 
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be any commercial influence on the performance of the 
journalistic function—the reporting of news and news com- 
mentary—or on the selection, scheduling or treatment of pub- 
lic affairs programming. We recognize the large stake our so- 
ciety has in preservation of the freedom of broadcast stations 
and networks from the intrusion of extraneous private eco- 
nomic interests upon programming decisions. Thorough, fear- 
less and unbiased collection, dissemination and analysis of news 
is, we think, crucial to a free society. There is widespread and 
growing reliance by the public upon broadcast sources of news 
and news commentary, and upon public affairs programming 
and other kinds of information programming. We have, there- 
fore, been attentive to the positive assurances which both ABC 
and ITT gave us and the public on this score. 
The ITT letter of July 25, 1966, stated : 


“ABC will operate as a substantially autonomous sub- 
sidiary. As we have stated in the applications, the broad- 
casting operations of ABC will be kept separate from 
other ITT operations and the operations of ABC as a 
licensee will be performed unaffected by commercial. 


communications or other similar interests of ITT.” 


Officials of both ITT and ABC were examined at length on this 
point by several Commissioners. These assurances were reit- 
erated and elaborated with emphasis. It was represented to the 
Commission that not only would ABC conduct its broadcast- 
ing operations without control or influence by the other com- 
mercial interests of ITT but also that the news department 
within ABC is substantially autonomous and is permitted to 
conduct its journalistic functions free of control or influence 
by advertisers or the commercial interests of ITT. The assur- 
ances and representations on'this point were persuasive and we 
accept them as credible. The autonomy of the news department 
is also stated to mean that there has been and will be factual 
and objective reporting of news and discussion of public af- 
fairs, neither distorted nor influenced by the personal views of 
those in ABC outside the news department. In determining 
that the concerns which have been expressed in this area have 
been unaccompanied by showings of injury or jeopardy to the 
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public interest such as would warrant withholding our consent 
to the merger, we neither discount the importance of freedom 
of the broadcast journalistic function—it would be hard to sin- 
gle out a more vital element of broadcast service—nor do we 
treat the matter as closed. It demands “eternal vigilance” by 
all broadcast licensees and will receive our continuing scrutiny 
for any indication that our reliance upon the assurances and 
safeguards set out on this record was not warranted. We rely, 
in reaching our decision, upon the multifold assurances on this 
record that the freedom of ABC’s programming from the in- 
trusion of considerations stemming from ITT’s numerous and 
important; non-broadeast interests will be zealously and effec- 
tively protected by every available means. While this freedom 
has especial importance in the field of broadcast journalism, we 
rely on its application to the other sectors of ABC program- 
ming as well. 

23. The principal reason for the proposed merger is the need 
of ABC for more funds than are available to it without the 
assistance of ITT. ABC is one of four national radio networks 
and three national television networks. NBC and CBS are the 
other two major networks, and each has both a radio and tele- 
vision network. ABC has more radio affiliates than NBC or 
CBS, although fewer than Mutual. In every other respect, ABC 
lags behind the other major networks. In relation to NBC and 
CBS, ABC has fewer television affiliates, a smaller share of the 
audience for both radio and television, less revenue from both 
radio and television, less profit and smaller assets. During the 
last three years the ABC television network has operated at a 
loss, while the other two major networks have had substantial 
and increasing profits. Program expenses have been increasing 
rapidly during recent years, and have increased more rapidly 
than revenue for ABC. The cost of providing news and public 
affairs programs has increased more rapidly than the cost of 
other network programs presented by ABC. 

24. ABC is now confronted with the necessity for making 
large additional capital investments for conversion of network 
equipment to color broadcasting, for purchasing and furnishing 
a headquarters building and for constructing and equipping 
new studios. These expenditures will total over $140 million. 
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Network programs will cost about $2,650,000 each week. Spe- 
cial features, including documentaries and coverage of extraor- 
dinary news events will cost unpredictably large sums beyond 
this. Commitments made under existing loan agreements limit 
further borrowing by ABC to $6 million. ITT, on the other 
hand, has a current line of bank credit of $140 million and 
cash on hand of some $30 million. It also has available sub- 
stantial amounts of authorized and unissued stock and the 
ability to create substantial long term debt within the terms 
of its most restrictive debt instruments. ITT has committed 
itself, specifically and unequivocally, to provide the financial 
support to ABC that is needed to enable ABC to become more 
fully competitive with the other major networks and to fulfill 
its public interest responsibilities. In the absence of the finan- 
cial assistance that it will receive from the proposed merger 
it appears that ABC will be at a substantial competitive dis- 
advantage and will be handicapped in its efforts to provide the 
programs and services to the public that it seeks to provide. 

25. The principal argument against approval of the proposed 
merger is that it will be another step toward greater economic 
concentration, that we should beware of unduly large size in 
business, and that broadcasting interests should not be permit- 
ted to engage in such diverse and substantial business opera- 
tions as ITT. The argument based on size arises mainly from 
concern about the overall size and business ranking of ITT. ITT 
has approximately $1.7 billion in sales, $2 billion in assets, and 
ranks as this country’s 30th largest industrial corporation. For- 
tune, July 15, 1966. However, size is relative and any measure- 
ment of concentration must be based upon the share of some 
specified market. See the notice issued by the Small Business 
Administration on Small Business Size Standards, 31 Fed. Reg. 
12024 (Sept. 14, 1966). The merger of ABC and ITT will not 
increase ITT’s share of the industrial market. The parties be- 
lieve that ITT with its large financial resources will help ABC 
increase its share of the national television revenues. While we 
believe that the merger will strengthen ABC’s competitive 
effectiveness, there is no visible prospect that it would enable 
ABC to dominate the market. If the merger can be said to in- 
crease economic concentration at all, it is only within the broad 
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framework of the general economy. However, in this setting the 
size of ITT is not so large as it is in a more narrowly defined 
market. There are 17 banks that are larger, 15 life insurance 
companies, 5 merchandising companies and 4 utilities, as well 
as the 29 industrials. Fortune, July 15, 1966. One of the major 
networks (NBC) is a subsidiary of RCA, a company that is 
larger than ITT. There are many broadcasting licensees of the 
Commission that are large and diversified companies, engaged 
in the widest varieties of business enterprise, including some in- 
dustrial companies larger than ITT. 

26. In the foregoing circumstances, it does not appear fair 
or proper to forbid the merger of ABC and ITT because of 
rather vague fears of potential evils of size. An important 
aspect of this matter is that approval of this merger will not 
increase the concentration of broadcast holdings in any way. 
The structure of broadcasting will be the same after this merger 
as it was before it, except for the additional strength that will 
accrue to ABC as a network because of the stronger financial 
position it will secure through the merger. Insofar as it is pos- 
sible to predict consequences in such a situation as this, it ap- 
pears more reasonable to foresee greater competition and bene- 
fit to the public, rather than the contrary, as a result of this 
merger. Television networks exist in a world of economic giants. 
The largest television advertiser spends almost as much an- 
nually on television advertising as the total revenue that ABC 
derives from its television network in a year. Some of the large 
television advertisers are larger than ABC or ITT. or both com- 
bined. The ABC network is wholly dependent on AT&T for 
its network connections; and AT&T has an annual net profit 
that is slightly larger than the annual gross income of ITT. The 
second largest domestic telephone company, which is small in 
comparison to AT&T, is still larger than ITT. In these circum- 
stances, there seems less danger that ABC will be subject to im- 
proper or undesirable economic pressure or influence as part of 
a diversified corporation that is itself economically large and 
strong, than if it is forced to continue as a relatively smaller 
and weaker enterprise. In view of the representations and as- 
surances that have been given on the record in connection with 
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this merger, as well as the facts that our examination has dis- 
closed, it appears that this merger will tend to provide assur- 
ance of the continued independence and integrity of the net- 
work operation of ABC. 

27. Our review of the whole record persuades us that the 
merger of ABC with ITT promises unquestionable public bene- 
fits in at least three important areas. First, ITT’s larger finan- 
cial resources will strengthen ABC’s capacity to compete effec- 
tively with the other two national television networks. 

28. Second, the merger promises for the broadcast public even 
more tangible benefits than the not inconsiderable feature of 
invigorated competition among the major national television 
networks: it promises meaningful enhancement of ABC’s net- 
work and station programming services to the public. With an 
enlarged financial base—on which ITT has made unqualified 
commitment on a scale which assures ABC of at least $50,000,- 
000 more financial support than it could otherwise reliably an- 
ticipate during the next several years—ABC will provide among 
other things enlarged news and public affairs services, speedier 
conversion to color and substantial new facilities for program 
production. 

29. The merger holds out promise of a third major benefit, 
which while it is not unrelated to the other two, represents a 
decided public gain: that is, the added support ITT has under- 
taken to give to the advancement of UHF broadcasting. That 
support is two-fold. First, programming improvements can be 
expected to increased the capacity of UHF affiliates of the ABC 
network to attract audiences and advertisers and thus 
strengthen UHF’s competitive potential with VHF stations. 
This can ease the way toward the fuller use of other UHF chan- 
nels in the communities concerned. The other benefit to UHF 
is ITT’s declared interest in the advancement of UHF 
technology. 

30. Given the clear promise of these and associated benefits 
we are not persuaded that protection against certain hazards 
which have been envisaged demands the withholding of our con- 
sent to the merger. This is not because we attach less importance 
to preservation of the freedom of a major—or any—broadcast 
entity to render vital broadcast services undeterred and unin- 
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fluenced by private, non-broadcast interests under common 
ownership with the broadcast enterprise. Fully recognizing this 
as the sine qua non of a reliable and healthy broadcast service, 
we nevertheless find in our experience with numbers of other 
licensees who encompass, along with broadcast interests, large 
and diversified non-broadcast activities no indication of abuse 
of their public trust through the intrusion of their non-broad- 
cast concerns upon the objectivity of their news reporting or 
commentary and no demonstrated detriment in any other pro- 
gramming sectors. 

31. Nor do we find in the ABC_ITT union of broadcasting 
and common carrier activities cause for anticipation that the 
public interest would thereby suffer. We have been assured 
that ABC will remain free to advocate before this Commis- 
sion and other public forums any positions which the ABC 
management may determine to be beneficial from the stand- 
point of network and broadcast operations, notwithstanding 
the existence of opposed views which may be held by other 
ITT subsidiaries performing common carrier or other non- 
broadcast communications functions. 

32. In all these circumstances, and taking due account of 
the fact that the merger promises no restraint of competition 
in the markets for products ITT manufactures or for the ad- 
vertising and programming services provided by ABC, we are 
convinced that the public interest would best be served by per- 
mitting the realization of the notable public benefits the merger 
promises, and accordingly find that the public interest will be 
served by granting our consent to the pertinent assignments 
of licenses and transfers of control. 

33. A number of objections to this merger are urged by dis- 
senting Commissioners. It is argued that (a) ABC is now a 
healthy and strong network that does not need strengthening; 
(b) ABC needs affiliates, rather than a stronger financial posi- 
tion in order to be more competitive; (c) the Commission could 
equalize network strength by more direct, drastic and effective 
means than permitting this merger; and (d) it is a dangerous 
“public utility concept” for the Commission to act on the prin- 
ciple that it should attempt to equalize network strength and 
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position. It seems to us that all of these arguments are based 
on a misconception of the basic approach that is proper here. 
As the Supreme Court instructed us long ago “the field of broad- 
casting is one of free competition. The sections dealing with 
broadcasting demonstrate that Congress has not, in its regula- 
tory scheme, abandoned the principle of free competition, as it 
has done in the case of railroads... .” F.C.C. v. Sanders 
Brothers, 309 US 470 (1940). This means that we should seek 
in our regulatory activities to provide the conditions and per- 
mit the business activities that will afford free and effective 
competition which, while it does not require absolute equality 
among competitors, cannot be achieved by smaller or weaker 
eompetitors unless in critical respects their competitive strength 
is sufficiently comparable to that of the stronger industry mem- 
bers. It is thus not a part of our function to insure or impose 
economic equality. We must, however, recognize that a net- 
work operation which is losing money is suffering a competitive 
handicap and that free competition cannot long survive if one 
such operation is losing money while others are profiting. 

34. We are not called upon to impose conditions that will 
insure a profit for ABC, but neither should we frustrate its 
efforts to attain a profitable position by forbidding it to enter 
the same kind of economic relations as its competitor. This is 
not a “public utility concept” but an “equal protection of law” 
concept. As for taking more direct and drastic action to equalize 
competitive positions, such as by forcing a change in the 
affiliation of individual stations, we consider this unwise, unwar- 
ranted, and incompatible with our basic mandate of maintain- 
ing a competitive system of free enterprise in the field of broad- 
casting. Such action would come very close to public utility 
type of regulation. It would involve a far more drastic intrusion 
into the economic operation of broadcasting than any we have 
yet undertaken or than we have so far thought authorized or 
justified. Our present view is that it is far preferable to permit 
licensees and networks to achieve competitive equality by their 
own efforts and to avoid handicapping them by unequal limi- 
tations than to try to impose equality upon all by direct con- 
trol and rearrangement of broadcasting affiliations. There is 
certainly no occasion for adopting such an approach in this 
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situation where we are offered an alternative of much less 
radical nature. 

35. It is true that the proposed merger does not directly meet 
the need of ABC for better facilities and more affiliates. How- 
ever, the record establishes that it will strengthen the financial 
position and technical resources of ABC and thus permit it to 
expand its staff, particularly in the field of news, to take greater 
risks and make long range commitments for programs, to offer 
affiliates and prospective affiliates greater assurances regarding 
future programming, to change to color transmission of televi- 
sion and improve its technical facilities more rapidly than other- 
wise, and to encourage the development of UHF outlets. All 
of these things will certainly tend to attract affiliates and permit 
ABC to compete more effectively for affiliates, We believe that 
our statutory mandate requires us to permit this, and that this 
will result in greater competition among broadcasting net- 
works to the benefit of the public. 

36. It has been intimated that the foreign investments and 
interests of ITT somehow are or may be disqualifying. The 
record is quite clear and complete on the point that ITT has 
extensive foreign investments, The Commission is well aware 
of this, and has considerable detailed information regarding 
these beyond that which appears in this docket, since ITT, as 
an American corporation engaged in international record com- 
munication (like RCA), has been a licensee of the Commission 
since the Commission was established. The fact and extent of 
ITT’s foreign interests is an element that should be and has 
been weighed carefully in our consideration of this matter, and 
we have examined these foreign business interests in consider- 
able detail. We know from our experience in the regulation of 
communications that many of our large broadcasting licensees 
and the two other television networks also have substantial 
foreign interests, including subsidiary corporations in many 
countries. We have seen no evidence at any time that any of 
these foreign interests have influenced any of the programming 
presented in this country. There is no reason to assume or sus- 
pect that any such influence will occur in the case of ITT. In- 
deed, we have much greater assurance in our judgment of ITT 
than is ordinarily the case with a new broadcasting applicant. 
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As ITT has been a common carrier licensee of the Commission 
since the Commission was established, we have observed its 
operations and kept informed as to its interests and activities 
continuously. Its record has been exemplary. We also have 
explicit and emphatic assurances in the present record that the 
broadcast programming activities of ABC will not be subject 
to detrimental influences arising from other financial interests 
of ITT. These assurances are positive, credible and persuasive. 
We also note that the Communications Act sets specific 
standards on this point by limiting the proportion of alien 
ownership interest which is legally permissible in a broadcast 
licensee, 47 USC sec. 310. ITT, less than 8% of whose stock is 
alien-owned, and all of whose officers and directors are Ameri- 
can citizens, goes much beyond compliance with the statutory 
standard, which would bar a grant on the ground of alien owner- 
ship only if aliens or foreign governments owned over one- 
fourth of the capital stock of a corporation (ITT, here) owning 
a licensee corporation, or if any officer or more than one-fourth 
of the directors of such parent corporation were aliens—and 
in such cases only upon an affirmative finding by the Commis- 
sion that the public interest would be served by denying consent 
to the acquisition. Nor does the fact that ITT’s ownership of 
foreign subsidiaries is shared to varying degrees with aliens 
realistically hazard alien influence upon the broadcasting oper- 
ations of an American subsidiary of the American ITT parent 
corporation. Nothing of which we are aware in the history of 
ITT’s operations abroad or in the United States suggests that 
it has ever been or would in the future be neglectful of its 
loyalties or responsibilities as an American Company, or that 
aliens associated in the ownership and management of over- 
seas ITT companies would by some sinister and unexplained 
means exert influence upon the interests of the United States 
broadcast public. It does not seem appropriate in this case for 
us to go far beyond the statute to establish some very strict but 
vague rule against “foreign interests,” (which would surely 
disqualify a number of major broadcast licensees). 

37. An issue that has been suggested is whether there may be 
a conflict of interest between the broadcasting interests of ABC 
and the common carrier interests of ITT. It should be noted 
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that if there were any such conflict, it would relate only to in- 
ternational operations, since ITT is not a domestic common 
carrier. The overwhelming proportion of a domestic network's 
common carrier usage is domestic, and the international part 
is, at most, relatively minor. As to this minor part, there may 
be some conflict of interest between the desire of the broad- 
caster for lower rates and the desire of the common carrier for 
higher rates. This conflict does not seem to have caused any 
difficulties in the case of NBC and RCA, which have a larger 
volume in both fields than ABC and ITT. However, we also 
know that communication, particularly in the international 
field, is entering a new era in which satellites, and possibly other 
techniques, will be of increasing importance. Satellites are 
owned by a separate statutory corporation, the Communica- 
tions Satellite Corporation. Within the United States, ABC, 
as well as the other networks, must rely upon A.T. & T. for 
long distance carriage. Thus one of the most important elements 
in the future position of ABC is likely to be its ability to exert 
what has been called “countervailing power” in relation to in- 
ternational satellite communications and domestic telephone 
lines. Its position in this respect would be immeasurably en- 
hanced by a merger with ITT. Furthermore its ability to cope 
with the unforeseeable complexity of evolving communications 
technology will be of paramount importance to it. In this re- 
spect, too, it will be greatly strengthened by merger with ITT. 
These considerations are of such preponderant importance in 
relation to the very minor possibility of conflict of interest re- 
garding international cable rates, that the balance on this issue 
overwhelmingly favors the merger. 

38. The dissenting Commissioners express certain fears of 
possible abuses arising out of an ABC ITT merger, and point 
to the fact that the Commission has established multiple owner- 
ship rules, prohibitions against overlap of commonly owned 
stations, network rules, and other rules based upon a purpose 
to prevent structural relations that have been thought to in- 
volve dangers of abuse. If the transfers involved here were con- 
trary to any of these rules, they should not be approved. How- 
ever, the Commission has, over the course of time, promulgated 
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these rules to prevent just those structural relations as are 
thought to present undue dangers of abuses by themselves. The 
proposed merger does not transgress any such rules, and conse- 
quently is fully consistent with structural relations in the indus- 
try which the Commission has, up to the present time, not only 
permitted but approved. The fears expressed as to potential 
abuses arising out of the proposed merger are based only on 
speculative possibilities. Of course certainty is not attainable 
when we are dealing with judgments as to the future, and we 
can only exercise our best judgment in full awareness of the 
fallibility of all human prediction. However, we believe that the 
Commission must act on the basis of reasonable probabilities, 
not of mere speculative or hypothetical possibilities. We have 
based our conclusions on the past performance of the parties 
involved, on express, positive and binding representations as to 
future performance, and on our own accumulated experience 
and observation of other enterprises in similar situations and 
of the entire economic, social and technological milieu in which 
applicants must exist and operate. This appears to us to be the 
best and soundest basis for judgment in this matter. 

39. The basic issue that is presented in arguments against 
this merger is whether broadcast licensees should be restricted 
to broadcasting activities or should be permitted to have other 
business interests. In all fairness it must be conceded that there 
are arguments to be made on both sides of this issue. However, 
since the beginning of broadcast licensing the Commission has 
licensed manufacturers of radio receiving equipment, other 
manufacturers and industrial enterprises, church groups, labor 
groups, newspaper publishers, and other enterprises engaged 
in a vast variety of business activities. Proposals to exclude par- 
ticular business interests, which have been made from time to 
time, have met with little sympathy or success in Congress, and 
have not been adopted to by the Commission. It is too late in 
the day to argue that such outside business interests are dis- 
qualifying. In any event, we must apply the same principles to 
all licensees. Melody Music, Inc. v. F.C.C 345 F2d 730 (CA, 
DC 1965); Mary Carter Paint Co. v. F. T. C. 333 F2d 654 (CA 
5th 1964). We cannot in this case adopt standards which when 
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applied in other cases would require us to restructure the in- 
dustry unless we are prepared to undertake that task. We could 
not in good conscience forbid ABC to merge with ITT without 
instituting proceedings to separate NBC from RCA, both of 
which are bigger than the respective principals in this case. The 
fact that this proceeding involves applications to transfer 
licenses rather than to renew licenses is not controlling since 
precisely the same legal standards apply to transfers and re- 
newals. 47 USC sec. 307(d). Consequently the position con- 
tended for in the dissent would require the Commission to re- 
fuse to renew the station licenses now held not only by the 
other networks, but even by the numerous large conglomerate 
corporations that hold broadcasting licenses. While some may 
think that such actions are desirable, we are not persuaded 
that they would be in the public interest. 

40. While there may be imperfections in the structure of the 
American broadcasting industry, it has, on the whole, served 
the American public well, and we are not convinced that any 
substantially different structure would perform better or serve 
the public better. This Commission exercises a continuing su- 
pervision over the American broadcasting industry, and seeks 
to prevent abuses and improve its structure and operation with- 
in the limits of the power Congress has conferred on the Com- 
mission. As previously mentioned, we will have and exercise 
such power over the applicants here, as over all other licensees. 
We think it wiser and more in the public interest to continue 
to follow this course, which is the course that has been followed 
by the Commission since its beginning and which Congress has 
both explicitly and implicitly approved, than to take this case 
as the starting point for a radical restructuring of the entire 
broadcasting industry. 

41. The Hubbard Petition to Deny raises no broad questions 
concerning the merger as a whole, but is based solely on inclu- 
sion of WABC in the merger. Hubbard argues that ABC has no 
license for WABC which is capable of being assigned, since its 
application for renewal is still pending, and that assignment 
would deprive Hubbard of a comparative hearing against ABC 
as it now exists. We do not regard either argument as meri- 
torious. Since there is no question as to the assignor’s basic 
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qualifications, this situation is not analogous to those in which 
the Commission first resolves a challenge to the licensee’s quali- 
fications before acting on an application for assignment. Until 
determination of the future use of the WABC frequency, all 
that is assignable by ABC is the right to continue operation of 
WABC pending action upon its license renewal application, but 
that much is assignable. In re application of Stevens Broad- 
casting, Inc. and Fred P. D'Angelo. FCC 64-988, 3 RR 2nd 
840, 843 and 844 (1964) aff'd on other grounds sub nom Parr v. 
Federal Communications Commission, 120 US. App. D.C. 151, 
344 F 2nd 539 (1965). Such an assignment will not abridge 
Hubbard’s Ashbacker rights. It is undisputed that Hubbard is 
entitled to a hearing in which its application for a new station 
at New York City must be considered comparatively with 
WABC’s renewal. In American Broadcasting-Paramount 
Theatres, Inc. v. FCC, 120 US. App. D.C. 264, 271, 345 F. 2d 
934. $61 (1965), the Court of Appeals upheld our decision to 
defer comparative hearings on Hubbard’s pending application 
for 2 new station on 770 ke at New York City, which is mutual- 
ly exclusive with ABC’s pending application for renewal of li- 
cense of WABC, until we have resolved the antecedent ques- 
tion of the best mode of utilizing 770 ke at New York and at 
Albuquerque, New Mexico. This question has been the subject 
of a 20 year old dispute between the licensee of radio station 
KOB, Albuquerque (presently Hubbard) and ABC. Hubbard 
argues that while it does not object to the Commission’s consent 
to the proposed license assignments and transfers of control 
pertinent to all the other ABC owned stations, it is entitled 
to a comparative hearing with ABC as presently constituted. 
Clearly, however, even if it were practicable—and this has not 
been shown—to sever WABC from the merger, Hubbard could 
not thereby be afforded a comparison with ABC as presently 
constituted, since all other properties and activities of ABC 
would have become merged with ITT. Thus, only by deferral 
of our consent to the transfer of any of the ABC stations to a 
new subsidiary of ITT could Hubbard’s alleged objective be at- 
tained. We find no warrant for deferring our action upon the 
merger proposal and for consequent deferral of the public bene- 
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fits we have found it would bring, in order to preserve the status 
quo of ABC as the licensee. 

42. In order to ensure the preservation of Hubbard’s rights, 
we wish to make it clear that our approval of the assignment 
of ABC’s present authorization for continued interim operation 
of WABC pursuant to 47 U.S.C. Sec. 307(d) and 5 U.S.C. 
See. 1008(b) is without prejudice to any procedural or sub- 
stantive rights of Hubbard and without determination of or 
prejudice to any of the issues involved. With that caveat, and 
finding that no substantial or material question of fact is pre- 
sented and that the public interest will be served by grant- 
ing our consent, at this time, to simultaneous license assign- 
ments and transfers of control for all of ABC’s broadcast sta- 
tions in order to permit the orderly effectuation of the ITT- 
ABC merger under arrangements agreed between ITT and 
ABC and found unobjectionable by us, we shall deny the 
Hubbard Petition to Deny. 

43. Accordingly, IT IS ORDERED, That the pending ap- 
plications for assignments of license and transfers of control 
for the broadcast stations whose call letters are listed in the 
caption, herein, ARE GRANTED: and the staff IS IN- 
STRUCTED to grant the pending applications for our con- 
sent to assignments and transfers of the ancillary radio licenses 
held by ABC and its subsidiaries; PROVIDED THAT, in the 
ease of WABC, New York, New York, our consent herein 
granted goes only to the assignment of that station’s continu- 
ing authorization to operate, pursuant to 47 USC Sec. 307(d) 
and 5 USC Sec. 1008(b), during the pendency of its applica- 
tion for license renewal (BR-167) and without prejudice to 
the rights of Hubbard Broadcasting, Inc., relating to compara- 
tive consideration of its pending application for a new station 
at New York City on 770 ke (BP-13932) which is mutually 
exclusive with ABC’s pending renewal application for Station 
WABC. IT IS FURTHER ORDERED, That the Petition to 
Deny the application of American Broadcasting Companies, 
Inc. for assignment of license of radio station WABC, New 
York, New York (BAL-5734) filed May 11, 1966 by Hubbard 
Broadcasting, Inc., IS DENIED. The Joint Motion to Cor- 
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rect Transcript filed October 24, 1966 by ABC, ITT and Chief, 
Broadcast Bureau IS GRANTED. 

44. IT IS FURTHER ORDERED, That ITT’s responses to 
requests dated November 2, and November 23, 1966 for the 
submission of additional information, which ITT filed on 
November 17 and December 9, 1966, and all the matter filed 
together with those responses, BE MADE PART OF THE 
RECORD of this proceeding. 

45. There remain for disposition ITT’s requests that the 
portions of its filings listed in Appendix I hereto be designated 
as not for public inspection pursuant to Section 0.417 (a) (5) 
of the Commission’s rules. Those submissions, which consist of 
stockholder lists and agreements between ITT and foreign 
governments contain details which do not add significantly to 
the remainder of the record, which is public. We find that no 
useful purpose would be served by public disclosure either of 
the identity of listed stockholders of ITT or of the agreements, 
which contain commercial and financial information of a kind 
customarily treated as confidential. Good cause having, accord- 
ingly, been shown, IT IS FURTHER ORDERED, That the 
portions of ITT’s submissions listed in Appendix I hereto ARE 
DESIGNATED AS NOT FOR PUBLIC INSPECTION. 

FeperaL COMMUNICATIONS CoMMISSION, 
Ben F. Wapte, Secretary. 
Released: December 21, 1966. 


APPENDIX I 


Portions of ITT’s submissions designated not available for 
public inspection in accordance with Section 0.417(a) (5) of the 
Commission’s Rules: 

(1) Listing of the 10 largest owners of ITT stock in each for- 
eign country and all foreign’ owners of 100 shares or more of 
ITT stock (Submitted with Item No. 8 attached to ITT’s letter 
of November 17, 1966). 

(2) Memorandum of Agreement between the Government 
of Chile and ITT dated February 6, 1965 (Submitted with 
ITT’s answer to Question No. 1 filed December 9, 1966). 
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(3) Illustrative examples of major agreements between ITT 
and foreign governments and entities and copies of all ITT’s 
foreign licensing agreements producing revenues of more than 
$100,000 per year (Submitted with ITT’s answer to Question 
No. 3 filed December 9, 1966). 


PART II. DISSENTING STATEMENT OF COMMIS- 
SIONER ROBERT T. BARTLEY 


I vote against granting consent to the proposed merger of 
American Broadcasting Companies, Inc., into the International 
Telephone and Telegraph Corporation—based on the record 
before us. 

A more orderly procedure may have reduced the number of 
dissenting opinions. As it is, none of the dissenters has had 
adequate time to consider the drafts of the others so we have 
not had an opportunity to consolidate our views, eliminate 
duplications and present a document which would better in- 
form the public of the dangers we foresee. 

The Commission’s “oral hearing” in this matter was an un- 
usual proceeding which did not conform to the hearing require- 
ments of Section 309(d) and (e) of the Communications Act, 
and, in my opinion, the self-serving record which was developed 
in the proceeding is defective to support a grant of the 
applications. 

There is adequate time for the development of a proper 
record in this case. ABC and ITT have provided therefor by 
the terms of the merger agreement which automatically extend 
the termination date to December 31, 1967, “to obtain the re- 
quired order of the Federal Communications Commission.” 

The Commission has rushed into an approval of the merger 
without more than superficial attention to a study from the 
U.S. Department of Justice in which it states that the merger 
may have substantial anti-competitive consequences. The De- 
partment’s study, in a letter dated December 20, 1966, was re- 
ceived by the Commission after the close of business on the 
20th, and the Commission majority acted to approve the merger 
the next day, December 21, with no further ado as to the 
anti-competitive consequences pointed out by the Department. 

278-719-—67——58 
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The merger of ABC into ITT poses fundamental questions 
of highest importance to the maintenance of a responsible and 
competitive broadcast structure for our country. Network 
broadcasting—particularly network television—is a social, 
political and economic instrument of vast and increasing im- 
pact on our society. This merger would place a major share of 
our national broadcast service—particularly our television 
service—under the direct ultimate control of an expanding 
conglomerate corporation, international in scope, heterogeneous 
in character and largely extraterritorial in orientation and oper- 
ation, with the inherent danger of the broadcast operations be- 
coming a public relations tool of and image builder for the 
corporate conglomerate and little attention given to the local 
needs of the public which the broadcast operations are charged 
with serving. The Commission’s failure in its “oral hearing” 
to give adequate consideration to the far-reaching effects of 
the merger on the structure of competitive broadcasting in our 
country, and the Commission’s failure to give adequate con- 
sideration to the anti-competitive consequences cited by the 
Department of Justice, demonstrate an apparent need for Con- 
gress to study the matter of licensing broadcast stations to 
corporate conglomerates and enact legislation definitive of 
national policy with respect thereto. I urge such Congressional 
action at the earliest practicable time. 

The proposed ABC-ITT merger is contrary to the public 
interest, I believe, because principally, the ABC-owned sta- 
tions and the ABC radio and television networks, which are 
media of mass communications that affect daily the thoughts 
and lives of the public, would be oriented in and dominated 
by a gigantic ITT industrial combine with substantial and far- 
flung interests in foreign countries, in military and other gov- 
ernment contracts, and in communication common carrier 
service. An orientation and domination in which the public in- 
terest responsibilities of the broadcasting subsidiary would be 
subverted to the private, and oft-times conflicting, interests of 
the total corporate conglomerate with its inherent responsibili- 
ties to investing stockholders. 
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A brief summary of the make-up of ITT is necessary to put 
in proper perspective the serious public interest questions 
which the merger raises. 

ITT is a gigantic corporate conglomerate, an industrial com- 
bine with far-flung interests in at least 66 countries. Its con- 
solidated net income of $1.8 billion in 1965 was about 60% from 
foreign operations and 40% from domestic systems. 

ITT is engaged in domestic and foreign manufacturing, the 
operation of telecommunication utilities, and financial and 
other service activities. It is a leading international record car- 
rier. Its foreign manufacturing subsidiaries produce consumer 
goods as well as electronic and telecommunications equipment 
for sale to foreign governments and other agencies operating 
telecommunications systems. ITT claims to be the world’s 
largest manufacturer of telecommunications equipment. Its 
domestic manufacturing includes telecommunications and elec- 
tronic equipment related to defense and space activity. Most 
of this work is done under government contract. A substantial 
amount (39%) of domestic sales revenues comes from the 
manufacture of a variety of industrial products, including air 
conditioning, heating and ventilating equipment, pumps, mo- 
tors. wire cable, ete. It also engages in a number of finance and 
other service activities, largely in the United States. It owns 
the Avis car rental service, several finance subsidiaries, several 
insurance companies, an investment fund, a small loan com- 
pany, and the recently acquired Howard W. Sams «& Co., a di- 
versified publisher and printer of books, textbooks, magazines, 
and training and reference services—and Airport Parking Com- 
pany of America, one of the world’s largest parking companies. 

Attachment A hereto is a partial listing of ITT’s world-wide 
conglomerate companies. 

Moreover, on page 9 of ITT’s 1965 Annual Report, it is stat- 
ed: “A largely different company today from what is was yes- 
terday, ITT will also be different in 1969 when it completes 
its second five-year growth plan.” The Commission does not 
know what ITT will be in 1969 except that it will be “different,” 
yet the Commission majority closed its eyes to the future 
in consenting to an assignment to this unknown “different” 
colossus. 
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In the merged corporation, ABC’s broadcasting activities 
would appear to account for 138% of ITT’s overall revenues. I 
feel that in conflicts of interest the 13% broadcasting division 
will be subordinated to the 87% non-broadcasting divisions 
and, as indicated above, from the point of view of the respon- 
sibility of ITT’s management to its stockholders, such a result 
would seem to be an inherent necessity. To expect any other 
result would seem to me to be unrealistic and contrary to hu- 
man experience. 

One possibility, among many, of conflict between ITT, the 
broadeast trustee, and ITT, the conglomerate international en- 
trepreneur, is the following: The 87% ITT entrepreneur has 
for its customers many of the governments of the western 
world—including the government of the United States. What- 
ever may be the stated intention of the present executives of 
ABC and ITT, it seems apparent to me that the 13% ITT as an 
electronic journalist and cultural agent could not escape or 
withstand temptations and pressures to favor or protect indi- 
viduals or governments whom the 87% ITT might desire or 
require as customers. No deliberate intent on the applicant's 
part to avoid its public responsibility is suggested. Premedi- 
tated falsification of news or distortion of fact is not suggested. 
Iam suggesting—as a dangerous possibility—selectivity in sub- 
ject matter and scheduling (in the interest of corporate ad- 
vantage and harmony) a more subtle yet effective means of 
opinion manipulation and “image making.” There appears to 
be on the face of these applications natural conflicting tempta- 
tions in the mesh of economic and practical circumstances in 
which ITT as a broadcast-trustee would find itself. It would 
seem axiomatic that the greater the variety of interests which 
might be the natural objects of the licensee’s bounty, the greater 
the potential of conflict of private with the public interests. 

I do not believe that the mere fact of a “commitment” by 
Mr. Geneen, now President of ITT, to operate the broadcasting 
enterprise free of commercial influences is sufficient to negate 
the probability that such influences would be a real and present 
danger to a large segment of our broadcast structure. Even 
though I do not disbelieve the emphatic statements of present 
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intention to which Mr. Goldenson, President of ABC, and Mr. 
Geneen have given voice, carrying them out would seem to me 
to fly in the face of the probabilities of human nature and the 
needs of commerce. Also, it must be realized the assignment is 
to a corporation, not to Mr. Geneen and Mr. Goldenson. Either 
or both could, at any time, sell their interests and be out of the 
corporation. Thus, we must look to the corporation, rather than 
to Mr. Goldenson and Mr, Geneen. Moreover, the “commit- 
ments” of Mr. Goldenson and Mr. Geneen assume less signifi- 
cance and reliability since it is well known that in television 
production there are unwritten taboos which are constantly in 
the minds of writers and producers. Furthermore, there would 
no longer be network and station employees who owned ABC 
stock but might well own ITT stock. For such reasons as the 
foregoing, and others, the Commission has established various 
rules and policies where the probability of damage to the public 
interest is inferred directly from structural situations closely 
analogous to that presented here. This is the case with our mul- 
tiple ownership rules, our duopoly rule, our prohibition against 
the operation of two networks by the same person, our prohibi- 
tion of network spot representation, etc. In such cases, the 
stated intentions of the applicant, no matter how solemnly 
made, are immaterial. I believe the same test is applicable here. 

The hearing in this proceeding is, I believe, legally defective. 
The Commission majority ordered it as an “oral hearing” and 
constituted it with unique procedures. The seriousness of the 
matter before us required that such a hearing contain all the 
safeguards established by statute. Section 309(d)(2) of the 
Communications Act provides that “if the Commission for any 
reason is unable to find that grant of the application would be 
consistent with subsection (a)”, it shall set the application for 
hearing as provided in subsection (e). Those provisions were 
not met in this proceeding. 

Moreover, Section 311(a)(2) of the Act requires that “if the 
application is formally designated for hearing in accordance 
with Section 309, [the applicant] shall give notice of such hear- 
ing in such area at least ten days before commencement of 
such hearing.” No showing is made by the applicant, as re- 
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quired by Section 1.594(g) of our rules, that such notice was 
given. 

One of the purposes of the statutory requirement is to make 
the proposed transaction known to parties who may want to 
oppose it and appear at the hearing. The Commission majority 
makes much of the point that no oppositions were filed against 
the merger. This point becomes meaningless in face of the fact 
that notice of the hearing was not given as provided in the Act 
and our rules. Although the Commission can waive its own 
rules, it cannot waive the statutory requirement. 

The proceeding produced an inadequate record from which 
to make an informed judgment that the proposed merger would 
meet the statutory requirement of serving the public interest, 
convenience and necessity. The “oral hearing” had unique pro- 
cedures by which ABC and ITT made presentations to the 
Commissioners en banc. The Commission’s Broadcast and 
Common Carrier Bureaus stated overall questions of law and 
policy. Neither the Broadcast Bureau nor the Common Carrier 
Bureau was made a party to the proceeding for the usual pur- 
poses of presenting witnesses, expert or otherwise, or engaging 
in cross-examination of the applicants’ witnesses. Consequent- 
ly, the proceeding was an array of witnesses for the applicants 
only, with self-serving statements unchallenged in the crucible 
of an adversary case involving cross-examination, except for 
independent questions by some of the Commissioners. 

The majority’s decision herein does not even make findings 
on the following questions presented by the Broadcast and 
Common Carrier Bureaus in their (1) September 14, 1966, ad- 
vance summary of questions, and (2) Statement at the “oral 
hearing”: 

“ADVANCE SUMMARY OF QUESTIONS” 


“Merger of Separate Communications Roles” 


* * * * * * * 


“Examples of matters involving actual or potential 
opposed interests of the network-broadcaster versus the 
common carrier: 
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(a) Possible network vs. common carrier ownership 
of a satellite transmitting from U.S. source to network 
affiliates in the United States. 

(b) The authorized user question. 

(c) Rates and practices governing satellite transmis- 
sion of television programs between the United States 
and other countries both ways. 

(d) Charges and practices governing services such as 
transmission of Gemini splash downs. 

(e) For the future, looking ahead to predicted tele- 
vision broadcasting from source via satellite direct to 
home receivers: Is it desirable that the roles of owner- 
ship and operation of such satellite facilities be fused 
with ownership and operation of major program sources 
such as national networks which determine the composi- 
tion of programming directed to the public?” 

“Effects Upon Competition 

(a) Would the merger of ABC with ITT create com- 
petitive conditions which would impel CBS toward a 
similar merger with further intensification of the result- 
ant concentration of control over mass media? 

(b) Would the competitive strengthening which itis 
claimed the merger would afford ABC heighten the diffi- 
culties of establishing another competitive national tele- 
vision network? 

(c) Would ITT’s ownership of ABC, comprehending 
national television and radio networks and 17 major 
broadcast stations, adversely affect competition in the 
sale of equipment used by networks and stations?” 


“STATEMENT AT THE ORAL HEARING” 


(a) In view of ITT’s declared intention of expand- 
ing domestic manufacturing and service activities, would 
its ownership of major television and radio networks 
and 17 major-market broadcast stations adversely affect 
freedom of competition in the solicitation and placement 
of broadcast advertising? 
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(b) Would ITT’s ownership of ABC, comprehend- 
ing national television and radio networks and 17 major 
broadcast stations, adversely affect competition in the 
sale of equipment used by networks and stations? 


* * * * * * * 


. whether ITT and ABC have sufficiently shown 
what programming enhancements the merger would as- 
sure, their approximate cost and ITT’s rock bottom com- 
mitment of enough financial backing to defray that cost.” 

The previous merger of ABC with Paramount, which in- 
volved no less magnitude than the presently proposed merger 
of ABC-Paramount and ITT, was tested in an evidentiary hear- 
ing of several months duration. The proceeding and the record 
in this two day presentation is grossly inadequate. In the ABC- 
Paramount merger, the burden of proof was on the applicant. 
In this merger, the burden of proof seemed to be, improperly, 
on Commissioners who questioned whether it was in the public 
interest. 

I believe that in the “oral hearing”, limited as it was, the 
applicants’ attempts to establish ABC autonomy in the ITT 
corporate conglomerate, their attempt to show lack of ABC 
viability, and their attempt to indicate a public interest by 
the merger—were demolished. 

It now clearly appears that the broadcast operation of ABC 
will be under the control of the overall management of ITT. 
The merger agreement between ABC and ITT provides that 
ABC will be a wholly-owned subsidiary of ITT, with some 
cross representation on the board of each for at least 3 years; 
and that during the 3 years, matters of major importance in 
the ABC subsidiary are to be submitted to the ITT board be- 
coming effective. Testimony in the “oral hearing” by Mr. 
Geneen, President of ITT, demonstrated that ITT would de- 
cide matters of major importance in the ABC subsidiary and 
that ABC’s “autonomy” would be merely a housekeeping func- 
tion of day-to-day operations. 

ABC had contended that the merger was necessary to help 
make the ABC television network more fully competitive with 
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the NBC and CBS television networks. The contention fell in 
the “oral hearing” by testimony from which it is clear that 
ABC is already viable and that the merger would not remedy 
the lack of VHF affiliate stations which ABC has long claimed 
to be its television network’s obstacle to fully competitive 
status. 

The applicants’ attempts to indicate a public interest bene- 
fit from the merger rested on the projection of ABC’s becoming 
more fully competitive with the other television networks— 
through better programming, quicker implementation of full 
color facilities, and a cushion against pressure from ABC’s own 
board to take less risk on new ideas in programming. ABC’s 
better programming projection rested heavily on building its 
news and public affairs operations. This attempt also fell in 
the “oral hearing” by testimony, as indicated above, that be- 
coming fully competitive was realistically a matter of more 
VHF affiliates, and that better programming does not neces- 
sarily result from more money since ABC’s television program- 
ming has been fully competitive in markets where it had VHF 
outlets. 

On the matter of quicker implementation of full color facili- 
ties ABC did not show that financing therefor was not possible 
through means other than a merger with ITT. 

In the hearing proceeding, Mr. Goldenson stated that ABC 
may need approximately $50 million over a 3 year period for 
its proposed plans. There is no persuasive showing that ABC, 
with a working capital of $90 million in 1965, could not secure 
an additional $50 million over a 3 year period through other 
avenues, e.g. merger with a corporation which does not pose 
the problems of ITT, issue additional stock, seek debentures, 
or even an additional loan. Significantly, ABC has not indi- 
cated that, in the absence of the merger with ITT, it will not 
go forward with its proposed expansion plans. 

The basic thrust of ABC’s justification for the merger is that 
it is needed to make ABC fully competitive with NBC and 
CBS. ABC points out that it loses money on its TV network 
operation while the other two networks make a substantial 
profit on theirs. If one network has an unfair competitive 
advantage over another, the solution is to eliminate that unfair 
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competitive advantage rather than to authorize equalizing 
unfair competitive advantages. 

ABC and ITT failed to make a compelling affirmative show- 
ing as required under the Commission’s interim policy on 
ownership of TV stations in the top 50 markets. The majority 
decision states that the interim policy applies to these appli- 
cations and that the “oral hearing” held satisfied the require- 
ments of the policy statement. 

The testimony presented in this proceeding was irrelevant 
to the said interim policy statement. That statement applies 
to television stations. The applicants’ testimony was on the 
alleged merger need, not of ABC’s owned TV stations, but of 
the ABC television network, comprising some 137 affiliates 
owned by others than ABC. 

ABC made no compelling affirmative showing pursuant to 
the said policy statement in regard to its owned television sta- 
tions. Indeed, ABC could not make such a showing, in light of 
the highly favorable position of its owned stations indicated 
in ABC’s 1964 and 1965 Annual Report. Certainly ABC made 
no showing that, whether the hearing requirement itself was 
satisfied procedurally, the merger would implement the diversi- 
fication of control of broadcast stations in the top 50 markets 
as espoused in the said interim policy statement. 

Section 310(b) of the Communications Act provides that no 
license shall be assigned except upon a finding by the Commis- 
sion that the public interest, convenience and necessity will 
be served thereby. The burden was on the applicants to estab- 
lish that the merger would serve the public interest, conven- 
ience and necessity. In my opinion, the applicants have failed 
to meet their burden. 


Deficiencies in the Majority’s Memorandum Opinion and Order 


The Memorandum Opinion and Order by which the majority 
grants consent to the proposed merger is deficient in many re- 
spects. In paragraphs 7 through 13, the Commission majority 
lists the “departures” it made from regular procedures and con- 
cludes that they were “the most adequate in the circumstances 
of this case that our ingenuity could devise.” I believe that the 
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Commission was without authority to use its ingenuity to de- 
vise new procedures but was required to conform to the proce- 
dures dictated by statutes, i.e. the Communications Act and 
the Administrative Procedure Act. The Commission did not 
comply with requirements therein. Moreover, I cannot agree, 
for the reasons I set forth on pages 4 and 5 above, that the new 
procedures were adequate. This merger involves a transfer of 
17 owned stations, a national radio network, a national tele- 
vision network and ABC’s other properties such as Paramount 
pictures, theatres, etc., into the corporate conglomerate of 
ITT. The merger proposed here involved is one of the greatest 
magnitude during my 1414 years as a Commissioner. The ex- 
tent, depth and scope of the proceeding in this case were far 
less than in transfer cases of even less magnitude. The transfer 
involving the merger of ABC and Paramount, the AVCO as- 
signment, the NBC-Westinghouse assignments and swap—as 
examples—each consumed months of evidentiary hearing 
proceedings and were far greater in extent, scope and depth. 
The “oral hearing” in this case was scheduled for one day. It 
consumed two days. It must be recognized that this “oral hear- 
ing” was minuscule compared to that of other transfers of even 
lesser magnitude. 

In paragraph 18, it is stated that the Commission’s interim 
policy on acquisition of TV stations in the top 50 markets “ap- 
plies to the present applications,” and that the hearing require- 
ment of the policy “has been satisfied by the procedure herein.” 
I have pointed out, above, that the testimony in the “oral 
hearing” was irrelevent to transfer of ABC’s owned TV sta- 
tions, but related instead to ABC’s TV network with over 137 
affiliates. 

In paragraph 19, it is stated correctly that we must consider 
antitrust aspects of the merger in light of the public interest. 
In paragraph 21, it is contended that there would be no elimin- 
ation of “horizontal” competition and the “vertical” relation- 
ship between ABC and ITT is “insubstantial by almost any 
test,” and concluded that: 

“There is no evidence that the merger would afford 


either company an opportunity to use the economic 
power of the other to secure any significant purchases 
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by reciprocity, and there is an unqualified representation 
that neither company engages in such practice and that 
the policy of ITT is against any such practice. The rec- 
ord is persuasive that there is no substantial probability 
that the merger will lead to any such abuse of power.” 


Advertising time on network television is a choice commod- 
ity, as has been often asserted by those prominent in the in- 
dustry and has been the conclusion in a number of studies, the 
most recent of which was contained in the record of the Sub- 
committee on Antitrust and Monopoly on the Committee on 
the Judiciary on September 12, 1966. Obviously ABC has a large 
proportion of this essential commodity for sale. ITT on the 
other hand, through its subsidiaries, manufactures a great many 
products for which users and potential users of television ad- 
vertising time are customers. In these circumstances, there ap- 
pears to be a reasonable probability of reciprocity becoming in- 
volved in the sale of various goods and services by ITT and its 
subsidiaries and affiliates. 

I do not believe that the mere fact of unqualified represen- 
tation as to neither company engaging in the practice of rect- 
procity—and that ITT’s policy is against reciprocity—is suff- 
cient to negate the point that the probability is a real and pres- 
ent danger to the operation of a large segment of our broadcast 
structure. In this connection, I point out, as I did with respect 
to reliance upon representations concerning freedom from com- 
mercial influence on programming, pages 4 and 5 above, that 
the Commission has established numerous rules and policies in 
which the probability of damage to the public interest is in- 
ferred directly from structural situations analogous to that pre- 
sented here. In such cases, the stated intentions of the appli- 
cant, no matter how solemnly made, are immaterial. I believe 
the same test is applicable here. (It has not come to my atten- 
tion that any company, or groups of companies, has a policy 
of violating the antitrust laws. My information is that, to the 
contrary, companies generally have firm, expressed policies 
against violation of the antitrust laws.) 

As Judge Learned Hand stated in the NBC v. U.S. case (No- 
vember 16, 1942): 
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“(The Commission) was created to make such choices 
because Congress believed that it would acquire in its 
special sphere a skill which courts could not match; and 
it is now hornbook law that the conclusions of such tri- 
bunals are not to be disturbed except in the plainest case. 
That doctrine applies here with especial force just be- 
cause the findings are necessarily prospective; time 
alone can decide their success or their failure. The meas- 
ure of our power is to say whether there was any sub- 
stantial evidence that the added freedom given to sta- 
tions will outweigh the reduction in the opportunities 
which will remain open to the “networks.” We cannot 
say that there was no such evidence. To take the regula- 
tion which is the head and front of the Commission’s of- 
fending—3.104—it indeed does limit the power of a 
“network” to furnish large advertisers with the time of 
all its “affiliates,” for it must always run the risk that 
after its last inquiry a station may have “sold” to an- 
other “network” the time which it proposed to “buy” of 
that station. On the other hand, it is certainly possible 
that the present contracts give the “networks” so strong 
a hold upon the industry as to keep down competition 
which would prove beneficial. Upon such an issue nobody 
who is not steeped in the details of the business is really 
entitled to an opinion, and indeed even the opinions of 
those who are so steeped must be largely speculation. But 
that does not mean that the industry must be left to 
itself ; the Commission was created precisely to say how 
far it was best to let things stand, and how far to 
intervene.” 

In paragraph 22, it is stated that “We rely, in reaching our 
decision, upon the manifold assurances on the record that the 
freedom of ABC’s programming from the intrusion of consid- 
erations stemming from ITT’s numerous and preponderant 
non-broadeast interests will be zealously and effectively pro- 
tected by every available means.” But this reliance of the ma- 
jority is also prefaced by a caveat that “it demands ‘eternal 
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vigilance’ by all broadcast licensees and will receive our con- 
tinuing scrutiny for any indication that our reliance upon the 
assurances and safeguards set out on this record was not war- 
ranted.” The majority seems nervous about their reliance, as 
indicated by their recognition that they will be required to 
maintain eternal vigilance. 

What tools do they have to make the vigilance meaningful? 
I suggest that the holdings of ITT are so far-flung and complex 
that intrusion into ABC programming by divisions of ITT’s 
non-broadcast. interests would be immune to detection by me 
or the other Commissioners. Such policing would be a near im- 
possibility. When such eternal vigilance demands our continu- 
ing scrutiny of the particular situation, I believe the better 
course is to protect the public interest by not allowing it in the 
first place. 

In paragraphs 23 and 24, it is pointed out that the ABC tele- 
vision network operates at a loss, and “In the absence of the 
financial assistance that it will receive from the proposed merg- 
er it appears ABC will be at a substantial competitive disad- 
vantage and will be handicapped in its efforts to provide the 
programs and services to the public that it seeks to provide.” 
It has not been shown on the record that money from ITT will 
make ABC fully competitive, because ABC’s claimed problem 
is lack of VHF affiliates in major markets. It is not shown that 
in the absence of ITT money from the merger, ABC will be 
handicapped, because ABC had planned the proposed services 
before talk of a merger with ITT and indicated in the ABC 
1964 Annual Report that it was progressing toward accom- 
plishment of those plans. Also, it is not shown that if such 
money were needed it could not be obtained except through a 
merger with ITT. 

In paragraph 25, it is argued that we should not be alarmed 
because of the size of ITT—that many other businesses are big- 
ger in size. My main concern is not with size but with the ITT 
conglomerate here involved and the inherent probability of its 
adversely affecting the public interest of broadeasting. 

In paragraph 26, it is stated that “The structure of broad- 
casting will be the same after this merger as it was before.” 
To the contrary, the structure will be changed substantially be- 
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cause the ABC operations, owned stations, radio network, and 
television network will be meshed into a corporate conglom- 
erate. This substantially lessens diversity of control of our 
broadcast structure. Presently there is one TV network owned 
by a corporate conglomerate (NBC-RCA). This merger would 
make two. As bankers think like bankers, I believe we can ex- 
pect that corporate conglomerates will think like corporate con- 
glomerates rather than like objective, professional broadcast- 
ers. Thus, much less diversity of viewpoint and attitude would 
result from the merger. This merger presents the Commission 
with the very basic and fundamental question of whether li- 
censes should be granted to corporations involved in businesses 
other than broadcasting. 

In paragraph 26, it is also concluded that as part of a cor- 
porate giant ABC would be less subject to undesirable pressure. 
If this argument is valid, the next step is to conclude that the 
objectivity of American broadcasting would be best assured 
if all networks were under the wing of one giant corporation 
whose paternalistic power would fend off undesirable economic 
pressures. If consent to this merger is a trend, we may find all 
media of mass communications under three beneficent con- 
glomerates. 

In paragraphs 27, 28 and 29, the majority points to benefits 
realized from the merger as (a) stronger competitive stations 
and (b) better programming by ABC. I have set forth above 
the reasons in support of my conclusion that neither is de- 
pendent upon ITT money. The third benefit found by the ma- 
jority is “advancement of UHF broadcasting.” That is not a 
valid reason, in my opinion, for permitting the transfer of ABC 
owned stations, a radio network and a TV network. 

In paragraph 30, it is stated that “in our experience” there 
is no indication of intrusion upon the objectivity of broadcast 
news and programming by the non-broadcast interests of mul- 
tiple owners. This is a broad statement which is not supported. 
Moreover, we do have experience with intrusion of non-broad- 
cast corporate interests into broadcast operations, e.g. the exer- 
tion of pressure by RCA-NBC upon Westinghouse to swap 
stations in Cleveland and Philadelphia so RCA could have an 
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outlet in Philadelphia, where its laboratories were located. See 
NBC-Philco, 2 RR 2d 921. 

I conclude that the Commission majority’s Memorandum 
Opinion and Order is fatally defective to support a grant of 
consent to the proposed ABC-ITT merger. 


ATTACHMENT A 
Tue ITT System WorLDWIDE 
PRINCIPAL DIVISIONS AND SUBSIDIARIES 


NORTH AMERICA 
Manufacturing—Sales—Service 
CANADA 
Barton Instruments Ltd. (Canada), Calgary, Alta. 
Cannon Electric (Canada) Ltd., Toronto, Ont. 
General Controls Company (Canada) Ltd., Guelph, Ont. 
ITT Canada Limited, Montreal, P.Q. 
Royal Electric Company (Quebec) Ltd., Pointe Claire, P.Q. 
Wakefield Lighting Ltd. (Canada), London, Ont. 
JAMAICA 
ITT Standard Electric of Jamaica Ltd., Yallahs 
MEXICO 
ITT de México, S.A. de C.V., Mexico City 
Industria de Telecommunicacién, S.A. de C. V., San Bartolo 
Naucalpan 
Industrias Ocelco de México, S.A., Monterrey 
Materiales de Telecommunicacién, S.A., Toluca 
McClellan, §8.A., Mexico City 
Standard Eléctrica de México, S.A., Mexico City 
Wyatt de México, S.A. deC. V., Tlalnepantla 
PANAMA 
ITT Standard Electric of Panama, S.A., Panama City 
PUERTO RICO 
ITT Caribbean Sales and Service, Inc., Rio Piedras 
ITT Caribbean Sales and Services, Inc., Rio Piedras 
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UNITED STATES 

Documat Inc., Waltham, Mass. 

Federal Electric Corporation, Paramus, N.J. 

Intelex Systems Incorporated, Paramus, N_J. 
International Standard Engineering, Inc., Paramus, N.J. 
ITT Technical Services Inc., Paramus, N.J. 

International Standard Electric Corporation, New York, N.Y. 

International Telephone and Telegraph Corporation, Sud 
America, New York, N.Y. 

ITT Arkansas Division, Camden, Ark. 

ITT Cannon Electric (division), Los Angeles, Calif. 

ITT Controls and Instruments Division, Glendale, Calif. 
Barton Instrument Corporation, Monterey Park, Calif. 
General Controls, Glendale, Calif. 

Hammel-Dahl, Warwick, R.I. 
Henze Valve Service, Hoboken, N.J. 

ITT Data Services (division), Paramus, N.J. 

ITT Electron Tube Division, Easton, Pa. 

ITT Electro-Physics Laboratories Inc., Hyattsville, Md. 

ITT Environmental Products Division, Philadelphia, Pa. 
Nesbitt, Philadelphia, Pa. 

Hayes, Torrance, Calif. 
Norman, Columbus, Ohio. 
Reznor, Mercer, Pa. 
ITT Export Corporation, New York, N.Y. 
ITT Farnsworth Research Corporation, Fort Wayne, Ind. 
ITT Federal Laboratories (division), Nutley, N.J. 
ITT Federal Support Services, Richland, Wash. 
ITT Fluid Handling Division, Morton Grove, Ill. 
Bell & Gossett Hydronics, Morton Grove, Ill. 
Marlow, Midland Park, N.J. 
Stover, Freeport, IIL. 
ITT Gilfillan Inc., Los Angeles, Calif. 
ITT Industrial Laboratories Division, 
Fort Wayne, Ind. 

ITT Industrial Products Division, 
San Fernando, Calif. 

ITT Industries, Inc., New York, N.Y. 

ITT Jabsco Inc., Costa Mesa, Calif. 
278-719 —67——59 
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ITT Mackay Marine (division), Clark, N.J. 
ITT Microwave Inc., Mountainview, Calif. 
ITT Mobile Telephone, Inc., Burbank, Calif. 
ITT Semiconductors (division), West 
Palm Beach, Fla. and Lawrence, Mass. 
ITT Telecommunications (division), 
New York, N.Y.; Corinth, Miss. ; 
Milan, Tenn.; Raleigh, N.C. 
ITT Terryphone Corporation, Harrisburg, Pa. 
ITT Wakefield Corporation, Detroit Mich. 
ITT Wire and Cable Division, Pawtucket, R.I. 
Royal, Pawtucket, R.I. 
Surprenant, Clinton, Mass. 
Jennings Radio Manufacturing 
Corporation, San Jose, Calif. 
Telephone Operations 


PUERTO RICO 


Puerto Rico Telephone Company, 
San Juan 


VIRGIN ISLANDS 


Virgin Islands Telephone Corporation, 
Charlotte Amalie 


SOUTH AMERICA 
Manufacturing—Sales—Service 
ARGENTINA 
Compania Standard Electric Argentina, 
§.A.L.C., Buenos Aires 
BRAZIL 
Standard Eléctrica, S.A., Rio de Janeiro 
Electénica Industrial S.A., S40 Paulo 
CHILE 
Compaiia Standard Electric, S.A.C., 
Santiago 
COLOMBIA 
ITT Standard Electric de Colombia, 
S. A., Bogota 
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ECUADOR 

International Standard Electric of New 
York Limited (branch), Quito 

EL SALVADOR 

International Standard Electric of New 
York Limited (branch), 
San Salvador 

VENEZUELA 

Standard Telecommunications C. A., 
Caracas 

Telephone Operations 

BRAZIL 

Companhia Telefénica Nacional, Curitiba 

CHILE 

Compaiiia de Teléfonos de Chile, 
Santiago 

PERU 


Compaiiia Peruana de Teléfonos 
Limitada, Lima 


EUROPE, MIDDLE EAST, AFRICA 
Manufacturing—Sales—Service 


ALGERIA 

Société Algérienne de Constructions 
Téléphoniques, Algiers 

AUSTRIA 

Standard Telephon und Telegraphen 
Aktiengesellschaft, Czeija, Nissl 
& Co., Vienna 

BELGIUM 

Bell Telephone Manufacturing Company, 
Antwerp 

ITT Europe, Inc. (branch), Brussels 
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ITT Standard S. A. (branch), Brussels 
(Offices in several countries) 

DENMARK 

Standard Electric Aktieselskab, 
Copenhagen 

FINLAND 

Standard Electric Puhelinteollisuus Oy, 
Helsinki 

FRANCE 

Cannon Electric France S.A., 
Toulouse and Paris 

CFRO/SEDRE, Paris 

Compagne Générale de Constructions 
Téléphoniques, Paris 

Les Téléimprimeurs, Paris 

Compagnie Générale de Métrologie, 
Annecy 

International Standard Engineering Inc. 
(branch), Paris 


Laboratoire Central de Télécommunications, Paris 

Le Matériel Technique Industriel, Paris 

Le Matériel Téléphonique, Paris 

Océanic-Radio, Paris and Chartres 

Société des Produits Industriels ITT, Paris 

Société Industrielle de Composants pour I’Electronique, Cour- 
bevoic 


GERMANY 

Deutsche ITT Industries G.m.b.H., Freiburg 

Standard Elektrik Lorenz Aktiengesellschaft, Stuttgart 
Graetz G.m.b.H., Stuttgart, and other subsidiaries 

GREECE 

ITT Hellas A. E., Athens 

IRAN 

Standard Electric Iran AG, Tehran 
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ITALY 

Fabbriea Apparecchiature per Comunicazioni Elettriche, 
Standard S.p.A., Milan Societa Impianti Elettrici Telefonici 
Telegrafici e Costruzioni Edili S.p.A., Florence 

ITT Domel Italiana S.p.A., Milan 

NETHERLANDS 

Internationale Gas Apparaten N.V., Utrecht 

Nederlandsche Standard Electric Maatschappij N.V., The 
Hague 

NIGERIA 

ITT Nigeria Limited, Lagos 

NORWAY 

Standard Telefon og Kabelfabrik A/S, Oslo 

PORTUGAL 

Standard Eléctrica, 8. A. R. L., Lisbon 


REPUBLIC OF SOUTH AFRICA 
Standard Telephones and Cables (South Africa) (Proprietary) 
Limited, Boksburg East, Transvaal 


RHODESIA 

Supersonic Africa (Pty) Limited, Bulawayo 

SPAIN 

Compaiiia Internacional de Telecomunicacién y Electronica, 
S. A., Madrid 

Compafiia Radio Aérea Maritima Espanola, 8.A., Madrid 

Standard Eléctrica, $.A., Madrid 

SWEDEN 

ITT Norden AB, Solna 

Standard Radio & Telefon AB, Barkarby 

SWITZERLAND 

Intel S. A., Basle ITT Standard 8S. A., Basle 

Standard Téléphone et Radio S. A., Zurich Miieller-Barbieri 
AG, Wettswil Steiner 8. A., Berne 
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TURKEY 

Standard Dlektrik ve Telekomiinikasyon Limited Sirketi, An- 
kara 

UNITED KINGDOM 

Cannon Electric (Great Britain) Ltd., Basingstoke 

Creed and Company Limited, Brighton 

ITT Industries Limited, London Maclaren Controls Limited, 
Glasgow, and other subsidiaries 

Standard Telephones and Cables Limited, London 
Standard Telecommunieation Laboratories Limited, London, 
and other subsidiaries 

ZAMBIA 

Supersonic Radio Zambia Limited, Livingstone 

FAR EAST AND PACIFIC 

Manufacturing—Sales—Service 

AUSTRALIA 

Cannon Electric (Australia) Pty. Limited (50% interest), 

Melbourne 

Standard Telephones and Cables Pty, Limited, Sydney 


ITT Australia Pty. Limited, Brisbane and other cities 
HONG KONG 


ITT Far East and Pacific, Inc. (branch), Hong Kong 

ITT Far East Ltd., Hong Kong 

Transelectronics, Limited, Hong Kong 

INDIA 

ITT Far East and Pacific, Inc. (branch), New Delhi 

JAPAN 

ITT Far East and Pacific, Inc. (branch), Tokyo 

NEW ZEALAND 

Standard Telephones and Cables Pty. Limited (branch), Up- 
per Hutt, Wellington 

PHILIPPINES 


Globe-Mackay Cable and Radio Corporation, Manila (Unit of 
ICO Group, below) 
ITT Philippines, Incorporated, Makati, Rizal 
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INTERNATIONAL 
COMMUNICATIONS OPERATIONS 
American Cable & Radio Corporation, 
New York 

All America Cables and Radio, Inc. 

Commercial Cable Company, The 
Globe-Mackay Cable and Radio Corporation 
ITT All America Communications—Caribbean, Inc. 
ITT Cable and Radio, Inc.—Puerto Rico 
ITT Communications, Inc.—Virgin Islands 
ITT World Communications Ine. 
Press Wireless, Inc. 
Companhia Radio Internacional do 

Brasil, Rio de Janeiro 
Compajiia Internacional de Radio 

Boliviana, La Paz 
Compaiia Internacional de Radio, S.A., Buenos Aires 
Compaiiia Internacional de Radio, S.A., Santiago 
Cuban American Telephone and Telegraph Company (50% in- 

terest), Havana 


Radio Corporation of Cuba, Havana 


FINANCIAL AND OTHER SERVICES : 
Alexander Hamilton Life Insurance Company, Denver, Colo. 
American Universal Life Insurance Company, St. Louis, Mo. 
Hamilton Management Corporation, Denver, Colo. 
ISE Finance Holdings S.A. Luxembourg 
ITT Avis, Inc., Garden City, N-Y. 
ITT Financial Services Inc., New York, N.Y. 
Great International Life Insurance Company (50% inter- 
est), Atlanta, Ga. 
International Telephone and Telegraph Credit Corporation, 
New York, N.Y. 
ITT Aetna Finance Company, St. Louis, Mo. 
Kellogg Credit Corporation, New York, N.Y. 


INTERESTS (minority and other) AND ASSOCIATE LI- 
CENSEES 

AUSTRALIA 

Austral Standard Cables Pty. Limited, Melbourne 

FRANCE 

Lignes Télégraphiques et Téléphoniques, Paris 
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ITALY 
Societa Italiana Reti Telefoniche Interubane, Milan 


JAPAN 
Nippon Electric Company, Limited, Tokyo 
Sumitomo Electric Industries, Limited, Osaka 


SPAIN 
Marconi Espanola, 8.A., Madrid 


Tue Worip or ITT 


North America:* 47,000 employees, 10,000,000 square feet. 

Europe, Middle East, Africa: 135,000 employees, 23,300,000 
square feet. 

South America: 13,500 employees, 1,100,000 square feet. 

Far East and Pacific: 3,500 employees, 800,000 square feet, 

Totals: 199,000 employees, 35,200,000 square feet. 

Sales representatives in most countries. 


Parr III 


DIssENTING STATEMENT oF CoMMISSIONER KENNETH A. Cox 


I dissent to the approval of the transfer-merger transaction 
here in question. 

I concur substantially in the views of Commissioners Bartley 
and Johnson. I will have a statement at a later date setting 
forth my views at greater length. 

[On February 1, 1967, in connection with the Commission’s 
action granting leave to the Department of Justice to file an 
additional showing in this proceeding, Commissioner Cox is- 
sued a separate statement. In concluding that statement, he 
said: “In view of the further developments in this matter, I 
do not propose to issue the statement ‘setting forth my views 
at greater length’ which my dissenting statement attached to 
the Memorandum Opinion and Order of December 21, 1966, in- 
‘dicated I was planning to write. I do not think it would serve 
a useful purpose at this point, and I hope that there may be 


“Includes Central America and Caribbean 
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no need further to expound the differences that separated us 


last. December.” ] 
Part IV 


DISSENTING STATEMENT OF COMMISSIONER NICHOLAS 
JOHNSON 


THE ITT—ABC MERGER CASE 


[In the Matter of Applications by American Broadcasting 
Companies, Inc. For Assignment of Licenses of Sta- 


tions. . . .”] 
Docket No. 16828 


December 21, 1966 
(Revised) 
Preratory Note To Revisep Epition 


It is useful to provide a brief history of this case and expla- 
nation for the existence of a “revised opinion.” , 

ITT and ABC filed their applications for approval of their 
merger on March 31, 1966. On July 20, 1966 the Commission re- 
quested information of the parties which was provided July 
25, 1966. On August 18, 1966 the Commission ordered an “oral 
hearing” to be held September 19, 1966. 

The hearing was held September 19 and 20, 1966. The Com- 
mission announced its decision and issued majority and three 
dissenting opinions on December 21, 1966. Thus, it is unrealis- 
tic to say the individual Commissioners had more than approxi- 
mately 90 days within which to consider the full record. And 
that time was further limited by two additional significant 
exchanges: the request for additional information about foreign 
operations, and the investigation by the Assistant Attorney 
General (Antitrust), United States Department of Justice. 

The three dissenting Commissioners requested information 
regarding ITT’s foreign operations on November 2, 1966, which 
was filed November 17, 1966. Because the answers were not 
fully responsive Commissioner Cox and I (Commissioner 
Bartley being out of the city at the time) filed an additional 
request on November 23, 1966, which was answered December 
8, 1966. Although the answers were somewhat evasive, as dis- 
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cussed in this opinion in Part I. A., infra, they were not skimpy. 
The replies totaled some 1,785 pages, and would have taken 
considerable time to thoroughly examine, evaluate, and follow 
up. Only thirteen days passed from the time the second reply 
was received until the Commission decision and opinions were 
first issued. 

Even more serious were the implications of the information 
provided us by the Assistant Attorney General (Antitrust). 
This correspondence is in letters of Chairman Rosel H. Hyde 
of June 8, 1966, June 30, 1966, and October 25, 1966, and 
Assistant Attorney General (Antitrust) Donald F. Turner of 
June 21, 1966, July 27, 1966, November 3, 1966, and Decem- 
ber 20, 1966. The antitrust implications of this case are dis- 
cussed more fully in the opinion in Part II. B., infra, and the 
Hyde-Turner exchange of correspondence in Part I. A., infra. 
A factually detailed and analytical letter was received by the 
Commission from Mr. Turner on December 20, 1966. The 
Commission’s receipt of this letter after close of business on 
Tuesday, December 20, 1966, and its resolution of this case 
the following day is mentioned in Part I. A., infra. 

As I indicated in my dissenting statement of December 21, 
1966, I was not only “simply stunned and bewildered” at the 
majority’s willingness to issue its opinion that Wednesday 
afternoon, but was also thereby precluded from releasing any- 
thing other than a draft opinion not in final form. I indicated 
that “I will undoubtedly need to issue a subsequent revised 
version of my opinion as I had not originally intended to pub- 
lish this draft in this form.” 

This opinion now represents the promised “revised version” 
of the December 21 draft. How has it been changed? The 
changes represent in largest measure merely the addition of 
documentary material in footnotes (with some minor addi- 
tions to text) which I had gathered and intended to include 
in the next working draft of what was released as the Decem- 
ber 21 dissenting opinion. Although I have not hesitated to 
correct those stylistic errors that have been detected, I have 
not modified the tone of the original opinion for two reasons. 
As written, the language portrays with greatest accuracy my 
feelings and reasoning at the time. It was relevant to the deci- 
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sion on that day, and I suspect it should be left to provide 
whatever relevance it may to those who reexamine this case 
years from now. Secondly, the original opinions of the majority 
and dissenting Commissioners were widely read and reported 
at the time. Changes now would be somewhat confusing to 
those comparing the two drafts. Accordingly, as much of the 
original language as possible has been retained, and as little 
as possible has been added to the text. Especially has the 
opinion not been modified to reflect the major events in the 
case which have occurred since December 21. Those have been, 
and will be, given appropriate treatment in the subsequent 
opinions of this Commission. In some instances footnote mate- 
rial is more current than December 21, 1966, but only when it 
is generally supporting and illustrative, timeless, and does not 
relate to the details of this case. 


I. SUMMARY AND INTRODUCTION 


My divergence from the path of the majority in this case is 
so fundamental that I feel compelled not only to offer a rela- 
tively substantial analysis of the merits, but to preface it with 
a few words of explanation and summary. 

The majority opinion contains a thorough statement of the 
procedural detail of the case (such as when pleadings were filed 
and hearings held), and I will not repeat it. It is sufficient for 
my purposes to characterize generally the case before us. 

The Communications Act of 1934 vests this Commission with 
responsibility for evaluating, among other things, all proposed 
transfers of title to licensed broadcast properties. No broadcast- 
ing station license can be transferred, assigned or disposed of 
without our permission. Our refusal prohibits the transfer. In 
passing upon applications for transfer the Act provides that 
we must consider whether “the public interest, convenience. 
and necessity will be served thereby.” ? Unless we can make 
such a finding the application for transfer must be denied. 


1 Section 210(b) of the Communications Act provides in full: 

“No construction permit or station license, or any rights thereunder, shall 
be transferred, assigned, or disposed of in any manner, voluntarily or in- 
voluntarily. directly or indirectly, or by transfer of control of any corpora- 
tion holding such permit or license, to any person except upon application to 


The present case, characterized as a “merger” of Interna- 
tional Telephone and Telegraph Corporation (ITT) with the 
American Broadcasting Companies, Inc. (ABC), comes before 
us because of the transfer provisions of the Act. Under the 
merger agreement ABC will transfer title of its seventeen 
radio and television stations to an ITT subsidiary. Ironically, 
the properties of greatest public significance, the ABC network 
and its affiliated stations, are not licensed property of ABC, 
and thus come within our jurisdiction only by virtue of their 
relation to the ABC-owned and licensed stations.’ In order to 


the Commission and upon finding by the Commission that the public interest. 
convenience, and necessity will be served thereby. Any such application 
shall be disposed of as if the proposed transferee or assignee were making 
application under Section 308 of this title for the permit or license in ques- 
tion: but in acting thereon the Commission may not consider whether the 
public interest, convenience, and necessity might be served by the transfer. 
assignment, or disposal of the permit or license to a person other than the 
proposed transferee or assignee.” 47 U.S.C. §310(b) (1964). 

?The majority has suggested, without deciding. that concern with the 
ownership of the ABC network is beyond the Commission’s jurisdiction. 
There is a certain surface plausibility to this contention. The Commission 
licenses only stations. Title to one network (Mutual Broadcasting System 
radio network) has changed hands recently without the approval of the 
FCC. But examination of the Communications Act, its legislative history, 
and the long administrative practice under the Act, serve to dispel any 
doubts about the Commission’s jurisdiction. 

Although the scheme of the Communications Act places programming 
responsibility on the individual licensee, it was recognized very early that 
the actual programming increasingly would be done by networks. Thus, the 
Communications Act, 47 U.S.C. §308(i) (1964), and the Radio Act before it, 
44 Stat. 1164 (1927), gave the Commission “authority to make special regula- 
tions applicable to radio stations engaged in chain broadcasting.” 

These words can be read either narrowly or expansively, either to give 
the Commission limited power to control the technology of networking or 
to permit regulation of all network practices with an impact on station 
performance. The wording is an awkward tool for authorizing regulation 
of networks, because networks do not necessarily own stations and the sec- 
tion speaks of regulation of stations. But Senator Dill, one of the sponsors 
of the original Radio Act who was concerned about network control of 
stations, saw the chain broadcasting provision as a comprehensive response 
to the problem. 68 Cong. Rec. 2881 (1927). Recent Congresses have con- 
sidered granting the Commission clearer power to regulate networks. But 
they have always recognized that many network policies can and should be 
regulated by couching the regulation in terms of allowable practices of 
stations, See e.g., H.R. Rep. No. 281, 88th Cong., 1st Sess. 105-07 (1963). 

Indeed the Commission has utilized just such a form to promulgate far- 
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“approve the merger,” the Commission must find that the trans- 
fer of the seventeen ABC-owned stations to ITT will serve the 
“public interest, convenience, and necessity. 


3 


reaching rules concerning network practices. See FCC. Report on Chain 
Broadcasting (1941). Network option time and affiliation practices have been 
regulated in this way. See 47 C.F.R. § 73.131-34 (1966). And. significantly 
in the present context, this vehicle was used to force RCA to divest itself 
of one of its two networks, thus giving birth to the present ABC network. 
‘As Section 73.137 of the Commission's rules now provide, “No license shall 
be issued to a standard broadcast station affliated with a network organi- 
zation which maintains mote than one network... .” 47 C.F.R. § 73.137 
(1966). See Radio Corp. of America, 10 F.C.C. 212 (1943), for the Com- 
mission’s approval of the transfer, This provision is a clear precedent for 
Commission concern with the ownership of networks and for the use of its 
control of licenses to implement its concern. 

These chain broadcasting rules were challenged in the Surpeme Court. 
In upholding the rules, the Court said, “True enough. the Act does not 
explicitly say that the Commission shall have the power to deal with net- 
work practices found inimical to the public interest. But Congress. was 
nucting in a field of regulation which was both new and dynamic. . . . [and] 
the Act gave the Commission not niggardly but expansive powers.” National 
Broadcasting Co. v. United States. 319 U.S. 190, 218-19 (1943). 

All relevant authorities give an expansive interpretation to the Com- 
mission's indirect authority to regulate network practices in the public inter- 
est. In no event can serious attention be given to the claim that Commis- 
sion concern with network ownership cannot be given substantial weight in 
passing on the propriety of related transfers of station licenses, Even the 
parties conceded that the Commission could concern itself with the fact 
that a network was being transferred. ITT’s counsel, while insisting that 
“as a legal matter you are considering only the licensees,” concluded that 
“it would be terribly unrealistic if consideration was not given to the fact 
that this particular licensee is also a network.” Record 401. 

*> Commission consideration of the merger has dealt primarily with the 
ABC network and its total corporate organization. Almost nothing has been 
said about the effects on the individual communities involved. New York, 
Chicago, Los Angeles, San Francisco and Detroit will each now have an AM- 
FM-Television complex owned by ITT. In Pittsburgh ITT will own an 
AM-FM station. The ownership of broadcasting properties in these largest 
markets is dominated by conglomerates, Of necessity our limited resources 
have focused on the national significance of network relationships, but 
surely the effects of this merger deserve us careful consideration in each 
of these cities—cities with combined 1960 census population of 32 million. 

The Commission has also given quite inadequate attention to the applica- 
tion in this case of our proposed policy of restricting a single owner to three 
television stations in the top fifty markets, FOC 64-1171, 3 RR 2d 909 (1964). 
Pending final consideration of this proposed policy, the Commission has 
instituted an interim policy whereby transfers or acquisitions in violation 
of the proposed policy will require a full hearing to determine whether they 
are in the public interest, 5 RR 2d 271 (1965) ; 5 RR 24 1609 (1965). The 
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A. The Majority’s Procedural Approach Would Have Been 
Generally Questionable in Any Case, But Has Been Especially 
So in Light of the Significance of This Merger 

It is deeply relevant to note at the outset that this particular 
transfer of broadcasting properties is the largest in history, and 
the largest this Commission is apt to encounter for some time 
to come. What is the Commission’s role and responsibility in 
such a case? My disagreement with the majority over the 
answer to that question is far more fundamental than any dif- 
ferences with regard to the merits. For the majority’s treatment 
of this case, in my judgment, makes a mockery of the public 
responsibility of a regulatory commission that is perhaps un- 
paralleled in the history of American administrative process. 

From the time the merger application was first filed, the out- 
come of this case has been a foregone conclusion. At one point 
no hearing at all was to be held.* Then, as a compromise to 


Commission merely concludes that “the requirement for a hearing which 
was set forth in the statement of interim policy has been satisfied by the 
procedure herein.” See majority opinion, supra. Needless to say, I feel the 
Commission's procedures are as deficient in satisfying the hearing require- 
ment for our interim policy as they are in considering the transfer more 
generally. In fairness to the Commission, however, it should be noted that 
this is not the first instance in which it has shown utter disregard for its 
own interim policy. See WXHR-AM-FM-TV, Report No. 6193, FCC, Oct. 21, 
1966 (dissenting opinion of Commissioner Johnson). 

Furthermore it is a gross anomaly that the Commission devotes much more 
time to comparative consideration of applications for single stations than it 
has to this transfer of seventeen stations along with a network. For example, 
a currently pending hearing involving nine applicants for a television chan- 
nel in Syracuse, New York, has been going on for over five years, Syracuse 
Television, Inc., FCC Dockets No. 14368-446. Of course, the standards of com- 
parative hearings are not applicable in transfer cases. If there is any justi- 
fication for the Commission’s thorough investigation of such matters, 
however, the underlying rationale would seem at least relevant in choosing 
procedures for evaluating a case of the magnitude of that now before us. See, 
e.g. Policy Statement on Comparative Broadcast Hearings, 5 RR 2d 1901 
(1965). 

“On July 20, 1966, the Commission sent letters to both Mr. Geneen and Mr. 
Goldenson, requesting additional information on the uses which ABC would 
make of ITT funds and on the relationship between the ABC and ITT 
Boards of Directors after the merger. No hearing was mentioned at all in 
those letters. This was before I was participating in the Commission’s busi- 
ness, but Commissioners Bartley and Cox dissented to the sending of the let- 
ters and insisted on the need for a hearing. Report No. 6084, FCC, July 21, 
1966. 
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Commissioner Bartley’s insistence on “a, full evidentiary hear- 
ing,” the Commission proposed an unprecedented, bobtailed 
“oral” hearing. It was anticipated the Commission would mere- 
ly meet informally en banc with the principals of ABC and ITT 
and hear their side of the case. Only the questioning of the three 
dissenting Commissioners extended the case to a scant two 
days. The questioning of three of the four Commissioners in 
the majority occupied scarcely eleven full pages in the 607-page 
record.® The fourth Commissioner’s questioning was directed 
principally toward discrediting an FCC staff member, and as- 
sisting ITT counsel’s effort to demonstrate the absence of any 
possible antitrust implications of the merger.’ 


® American Broadcasting Cos., 4 FOC 2d 709 (1966). In his dissent Commis- 
sioner Bartley said, “The order and notice of oral hearing is, in my opinion, 
inadequate and ineffective, since it will elicit opinion rather than evidence 
tested in the crucible of a formal hearing where the applicant must meet 
the burden of proof on specified issues, which is necessary to a resolution of 
the serious social, economic, commercial concentration, and other public inter- 
est questions here obtaining.” 4 FCC 2d at 711-12, 

* See Record 126-28, 204-06, 211-15, 217, 258-59, 294, 496, 577, 597-98, 600, 
03-04. 

7 Typical of the remarks directed toward the staff member are: 

“My point is that it seems to me that this is meaningless rhetoric unless 
it is tied down to some specific concepts, what the antitrust lawyers call 
relevant market but the statutes call a line of commerce, and the economists 
have other names. But simply to talk about concentration in a broad airy 
sense ag something that kind of exists in the super ambient atmosphere is 
meaningless. . . . 

. * * 

Couldn’t we stick to one point? I am trying to find out what you mean. I 
am not trying to decide the case. You were talking about the concentration 
of control of mass media, is that correct? .. . 


Do you have anything in mind when you are talking about concentration 
of control, in the economy at large? Is this just something that is a vague 
fear, that has been generated in the viscera of some of those who have dis- 
cussed it on the staff, or does this refer to any facts that you have ascer- 
tained from any identifiable source that you can mention to us? 


... Are you familiar, or is anybody to your knowledge, that has had any- 
thing to do with formulating this issue for us, the issue of concentration of 
control, familiar with any of the literature on the subject?” 

Record 186-87, 188, 190, 192. And see generally Record 182-201. 

Virtually the entire dissertation of ITT’s antitrust lawyer, on the other 
hand, was presented by affirmative responses to leading questions by the 
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The most notable peculiarity of the “oral hearing” was the 
total absence of any party whatsoever representing the public. 
There were no intervenors.® (Indeed the absence of intervenors 
is sometimes read by the Commission as evidence that the 
public interest coincides with the economic interest of the ap- 
plicant. Needless to say, I do not abide such logic.)® More 
shocking, participation by FCC staff was barely evident. One 


same Commissioner which often ended with “is that right,” “is that correct.” 
and “don’t they.” For example, 

“Basn’t the Court consistently said that such relative figures are de 
minimus and are not to be given consideration in merger cases? .,. Now, 
is there any case or any antitrust case that has been heard or to your knowl- 
edge has been reported or instituted that has alleged that such a [con- 
glomerate) relationship is improper, illegal or contrary to general public 
policy? ... In other words, an order prohibiting this merger on the grounds 
that have been suggested in some of the discussion would go beyond any 
reported case, any legal principle, or any principle argued or contended for- 
by any writer of standing in this field. Is that correct?” 

Record 445, 446-47, 448. And see generally Record 432-48. 

* Hubbard Broadcasting, Inc. did file a petition to deny the transfer of 
one of the seventeen station licenses. Hubbard is the licensee of KOB which 
operates in Albuquerque, New Mexico on the same frequency as does WABC’ 
in New York. KOB has challenged WABC’'s right to renewal of its license 
in this latest chapter of a twenty-year dispute over the proper use of that 
frequency. WABC’s application for renewal, which KOB challenges, was 
filed in 1959. The license term, it might be noted, is for three years, and thus 
would only have run to 1962. The dispatch with which this merger has been 
handled is in marked contrast to the repeated delays to which KOB has been 
subjected. The Hubbard petition, however, raises none of the broader ques- 
tions with which I am principally concerned, 

*Neither, of course, do the courts, The Supreme Court has said, “The 
Communications Act is not designed primarily as a new code for the adjust- 
ment of conflicting private rights through adjudication. Rather it expresses 
a desire on the part of Congress to maintain, through appropriate adminis- 
trative control, a grip on the dynamic aspects of radio transmission.” FCC v. 
Pottsville Broadcasting Co., 309 U.S, 184, 138 (1940). In a recent case In- 
volving the Federal Power Commission, another administrative body charged 
with being representative of the public interest, it was held that, “The 
Commission has an affirmative duty to inquire into and consider all relevant 
facts.” Scenic Hudson Preservation Conference v. FPC, 354 F. 2d 608, 620 
(2d Cir, 1965), cert. denied, 384 U.S. 941 (1966). The Court quoted with 
approval the words of dissenting Commissioner Ross: “A regulatory Com- 
mission can insure continuing confidence in its decisions only when it has 
used its staff and its own expertise in manner not possible for the unin- 
formed and poorly financed public.” Jbid. See Michigan Consol. Gas Co. v. 
FPC, 283 F. 2d 204 (D.C. Cir. 1960), cert. denied, 364 U.S, 913 (1960) ; 
Isbrandtsen Co. v. United States, 96 F. Supp. 883 (S.D.N.Y¥. 1951); ef’d 
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employee of the Broadcast Bureau presented a very brief recita- 
tion of some issues that should be of relevance to the Commis- 
sion.” Most had already been noted by Commissioner Bartley in 
his dissent to the “oral hearing” procedure.’ There was no cross- 
examination by the staff of a single spokesman for the appli- 
cants. There were no witnesses whatsoever presented by the 
staff. The applicants came with able lawyers, economists, busi- 
nessmen and distinguished citizens.” The Commission had 


none. 

To say that the individual Commissioners attended the hear- 
ing to represent the public is to totally miscomprehend the ad- 
ministrative process at this Commission. A Commissioner has 


by an equally divided court, 342 U.S. 950 (1952) ; Reich, Law of the Planned 
Society, 75 Yale L.J. 1227 (1966). 

As the experienced and reflective former Securities and Exchange Com- 
mission Chairman William L, Cary has noted : 

“Occasionally an agency such as the Federal Power Commission in a@ 
proceeding involving gas rates has the views of a consumer lobby, such as 
the state or city government of the area where the gas will be sold. But in 
other instances, such as the grant of television licenses, there is really no 
well-defined spokesman for the public except the agency itself.” 

Cary, Politics and the Regulatory Agencies 4+ (1967). 

*® Record 9-19. A representative of the Common Carrier Bureau was also 
present and responded briefly to questions of Commissioners. Record 182-84. 
‘And see note 7, supra, In addition the staff had earlier prepared a 24 page 
memorandum analyzing the pleadings im the case and the issues presented. 

2 American Broadcasting Cos., 4 FCC 24 700. 712-13 (1966). 

“Testifying for the merging companies were James A. McKenna, Jr.. 
broadcasting counsel for ABC, Paul E. Sonkin, ABC-TV network director 
of research, Leonard H, Goldenson, President of ABC, Marcus Cohn, broad- 
casting counsel for ITT, John A. McCone, former Director of the Central 
Intelligence Agency and a member of the Board of Directors of ITT, Tag- 
gart Whipple, antitrust counsel for ITT, Harold S, Geneen, President and 
Chairman of the Board of ITT, and Dr. Raymond Saulnier, former Chair- 
man of the President’s Council of Economic Advisers. In addition, the fol- 
lowing were listed as appearing for ITT: Raymond L. Brittenham, Sr., Senior 
Vice President, Howard J. Aibel, Vice President, Hart Perry, Executive Vice 
President, Ted Westfall, Executive Vice President and Director, and Her- 
bert C. Knortz, Senior Vice President. For ABC there were appearances by 
Simon B. Siegel, Executive Vice President and Director, Thomas W. Moore, 
Vice President, Director and President of the TV network, Everett H. Erlick, 
Vice President, General Counsel and Director, Vernon L. Wilkinson, attor- 
ney, Herbert A. Bergson, attorney, Ted Shaker, Vice President, and John -\. 
Macon, Director. Among the other people in the room representing ABC 
was James C. Hagerty, former press secretary to President Eisenhower and 
currently Vice President of ABC. 


278-719-6760 
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but one legal and one engineering assistant. Between them they 
must pass upon a caseload that last year produced 3,030 pages 
of printed opinions, attend numerous meetings and hearings, 
and otherwise attend to the awesome business of government 
involvement in this nation’s communications system—a sys- 
tem which includes, in addition to the American broadcasting 
industry, such matters as telephones, satellites, microwave and 
mobile radio."* ITT and ABC combine financial resources rep- 
resented by total revenues well in excess of $2 billion annual- 
ly.“ It is questionable whether the entire staff of the FCC 
(with annual budget of $17 million)" would be adequate to 
deal with such corporations, even if engaged in nothing else. 
Clearly a single Commissioner’s office is not. For that reason I 
make no representation that this opinion, and my own role 
in the hearing, are in any way adequate to serve the substantial 
public interest involved in this case.’® 

After the hearing things only got worse. I disclose no con- 
fidences when I say there has been considerable urgency within 
the Commission associated with the disposition of this case. 
There have been numerous references in the trade press to the 
fact that a substantial minority of this Commission has been 
fully prepared to decide the case without even waiting to hear 
from the Assistant Attorney General (Antitrust).” 

Assistant Attorney General Donald F. Turner wrote FCC 
Chairman Rosel H. Hyde on November 3, 1966 that: 


% For a discussion of the similar workload problems of a comparable regu- 
latory agency, see Aitchison, The Rules and Practices and Work of the Inter- 
state Commerce Commission, 9 L.C.C, Pract. J. 28 (1941). 

4 See 1965 ITT Ann. Rep. 23: 1965 ABC Ann. Rep. 1. 

% 1967 Budget of the United States Government 333. 

* To put the burden on individual Commissioners of cross-examining wit- 
nesses assures not only that the job will be done less thoroughly than if 
the professional staff were to give the task fulltime attention. It also 
subverts the Commissioner’s traditional role of adjudicator. It requires him 
to perform as client and lawyer during the hearing, and as judge thereafter. 
After the experience of this case it is my view that although the conflict 
need not disqualify a Commissioner from participating in the subsequent 
decision, it is a clearly undesirable practice. 

X See, e.g. Television Digest, Nov. 7, 1966: “Preponderant view at FCC— 
though not unanimous—is that it would be plain dumb to go ahead and ap- 
prove merger before seeing Justice's comments.” 
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“our analysis to date now indicates a sufficient possibil- 
ity of significant anticompetitive effects to indicate that 
substantial antitrust questions are present.” ** 


Only last evening (December 20, 1966) he advised us once 
again by letter that, 


“we believe the possibilities of adverse effects are sig- 
nificant enough that we should call them to your atten- 
tion, and that they deserve full and serious considera- 
tion by the Commission in making its determination 
whether, in light of these and other pertinent factors, 
the acquisition of ABC by ITT would serve ‘the public 
interest, convenience and necessity.’ ” *° 


Mr. Turner’s five-page single-spaced letter thoughtfully pre- 
sents facts and analyses substantially at variance with the evi- 
dence presented to the Commission and, if true, leaves the ma- 
jority’s opinion in shreds.”° I am simply stunned and be- 


* Letter from Donald F. Turner to Rosel H. Hyde, Nov. 3, 1966. 

*Zetter from Donald F. Turner to Rosel H. Hyde, Dec. 20, 1966. 

The opinion of the Antitrust Division is usually sought by the FCC in 
cases which might affect the competitive nature of broadcasting. This liaison 
is natural enough, because, as the majority’s opinion implicitly recognizes, 
the competitive structure of the broadcasting industry is of vital concern to 
both the Commission and the Division. 

The majority’s precipitate action is incomprehensible in light of our past 
experience at coordination with the Antitrust Division. The House Judiciary 
Committee commented in 1957: 

“The Committee’s study of the ABC-Paramount merger case of 1951-53 
and the NBC-Westinghouse exchange case of 1955, reveal instances of wholly 
inadequate liaison between these two Federal agencies. . . . For after the 
Commission had approved the [NBC] exchange, the Division [Antitrust] 
commendably continued its investigations, instituted grand jury proceed- 
ings, and filed an antitrust suit against the participants.” 

Antitrust Subcommittee of the House Committee on the Judiciary, Report 
pursuant to H. Res. 107 on the Television Broadcasting Industry 144 (1957). 

Mr. Turner’s letter of December 20 is provided as an appendix to this 
opinion. While not at present prepared to bring suit, he warns the Com- 
mission of facts bearing on the effect this merger will have on competition 
in broadcasting. Even if Mr. Turner's present reluctance to bring suit reflects 
a conclusion that the merger does not violate the antitrust laws, the com- 
petitive dangers of which he warns would still be relevant to this Commis- 
sion in its more generalized weighing of the advantages and disadvantages 
of the merger. 

* For example, the majority’s major argument in favor of this merger is 
that the financial resources of ITT will be available to help make ABC a 
stronger network. As I demonstrate in Part IV, infra, ABC’s need for funds 
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wildered that the majority of this Commission could receive 
such a letter after 6:00 p.m. one evening and resolve a case 
of this magnitude before 10:00 a. m. the next morning. 

I would think it appropriate to at least read Mr. Turner's 
letter slowly. Having done so, it seems to me essential that 
this Commission consider the information the Department of 
Justice apparently has available to it. Obviously, the majority 
has prevented that possibility. Accordingly, I simply set forth 
the Assistant Attorney General’s letter in full as an Appendix 
to my opinion.** Matters raised by the Justice Department 
were not the only areas where information was clearly lacking. 
After cursory investigation it became obvious that the record 
was woefully inadequate with regard to ITT’s foreign opera- 
tions.** When it was suggested that the Commission might 
write the applicants for additional information, the present 
majority actually refused to sign the letter which was sent.” 

Substantial quantities of information were filed in response 
(although partly evasive of the questions asked ).** Again ques- 


has not been demonstrated in the Record of this case. But even if my analy- 
sis could somehow be found wanting, the Assistant Attorney General now 
suggests that (1) not only does ABC have no need for funds, but that (2) 
ITT “anticipated that after capital expenditures and debt repayment, and 
assuming ABC continues in third place, it would yield a cash flow approach- 
ing $100 million between 1966 and 1970, almost all of which was thought by 
ITT to be available for reinvestment outside the televixion business.” Letter 
from Donald F. Turner to Rosel H. Hyde, Dec. 20, 1966. Without regard to 
the possible merit of the majority’s decision, one would think such sub- 
stantial rebuttal of its premises would be cause for some reflection and 
revision of its language, if not the outcome. The majority might have at 
least asked to see, and critically reviewed, whatever evidence Mr. Turner 
was relying upon for this startling assertion. 

™ See Appendix A, infra. 

= See, Record 146-48, 465-68, 482-500, 592-94, 600. In contrast, the Senate 
Hearings on the entire 1934 Communications Act devoted thirty single- 
spaced printed pages out of a total of 218 to testimony concerning the foreign 
operations of this very company, International Telephone and Telegraph. 
Hearings on S. 2910 Before the Senate Committee on Interstate Commerce, 
73d Cong., 2d Sess. 118-35, 160-73 (1934). 

=Letter from Commissioners Robert T. Bartley, Kenneth A. Cox, and 
Nicholas Johnson to Mr. Harold S. Geneen, Nov. 2, 1966. 

* See Letter from Harold S. Geneen to Commissioners Robert T. Bartley. 
Kenneth A. Cox, and Nicholas Johnson, Nov. 17, 1966 and accompanying 
materials. 

One example of the evasiveness was the response to the second request 
contained in the Commissioners’ letter: “A list of any joint ventures, and 
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tions were posed (again over the majority’s abstention ),* and 
again quantities of information were supplied.** None of us 
has had adequate opportunity to consider this bulky material— 
most recently received on December 8, 1966—any more thor- 
oughly than the issues underlying last evening’s letter from 
the Assistant Attorney General. 

Why this rush? Surely it is praiseworthy for an agency to 
attempt to dispose of its workload expeditiously, especially an 
agency that is repeatedly cited as an example of delay and 
indecision.2? No one would defend processing cases for five and 


significant agreements (including licensing) between ITT or its affiliates 
and any foreign company, foreign government or other public body.” In 
partial response. Mr. Geneen’s letter said, “The ITT System manufacturing 
companies have entered into various patent and technical information 
licensing and cross-licensing agreements with foreign corporations in the or- 
dinary course of business. Many of these agreements are royalty-free. or pro- 
vide for royalties of relatively nominal amounts. None of these licensing 
agreements is considered to involve royalty payments of more than $1 mil- 
lion per year, and consequently they are not regarded as financially signif- 
icant agreements in relation to ITT’s total income.” This was the only in- 
formation with regard to licensing agreements which was filed. 

* See Letter from Commissioners Kenneth A. Cox and Nicholas Johnson to 
Mr. Harold S. Geneen, Nov. 23, 1966. (Commissioner Bartley was out of the 
city on offtcial business. and accordingly was not present to participate in the 
issuance of the letter.) 

* See Letter from Mr. Harold S. Geneen to Commissioners Kenneth A. Cox 
and Nicholas Johnson, Dec. &, 1966, and accompanying materials, Several of 
the answers accompanying this second letter veritably cry out for cross-ex- 
amination. For instance, in response to a request for information about the 
governmental liaison carried on by ITT in foreign countries, it was reported 
that, “No amounts have been budgeted or expended by ITT or its subsidiaries 
for ‘governmental liaison’ or ‘entertainment of governmental officials’ other 
than the travel expenses, ordinary expenses of business, meals, and similar 
minor miscellaneous expenses of the ITT’s sales and administrative person- 
nel. . . .” See Reply No. 5. id. 

* See, ¢.g., Landis, Report on Regulatory Agencies to the President-Elect 
5-9. 53-54 (1960) ; William K. Jones, Licensing of Major Broadcast Facilities 
by the Federal Communications Commission 180-86 (Administrative Confer- 
ence of the United States, Committee on Licenses and Authorizations 1962) ; 
2 Booz-Allen & Hamilton, Organization and Management Survey of the FCC 
428-29 (1962) ; Minow, Equal Time 290 (ch. 17, “Problem: The Bureauc- 
racy”) (Laurent, ed., 1964) ; Letter from FCC Chairman Newton N. Minow 
to President John F. Kennedy, May 31, 1963, reprinted in id., 279; see also 
Hector, Problems of the CAB and the Independent Regulatory Commissions, 
69 Yale L, J. 931 (1960). 
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ten years, though examples of such abound at the FCC.* But 
on what grounds can one charge “delay” by such an agency 
for taking more than ninety days to dispose of the largest case 
in its history? 

And now the majority’s opinion is bathed in public light. 
Reading it one is prompted to ask if those four Commissioners 
even believe the merits relevant to their decision. I make no 
brief for the analysis I have attempted to provide in this dis- 
senting opinion. But at least I have attempted to identify is- 
sues and bring some rational analysis to bear. The Commis- 
sion’s opinion seems to me to have forsaken any such attempt. 

The majority appears to be saying that a merger serves the 
public interest unless individual Commissioners are willing and 
able to bear the burden of coming forward with evidence, and 
proof, that it does not. (Indeed, on occasion during the hearing. 
the applicants were almost hostile in their suggestion that Com- 
missioners were acting with impropriety in even questioning 
the public benefits from the merger unless armed with proof 
that potential evil would become reality.)*? The majority ap- 
pears to believe that some disservice to the public interest can 
be tolerated if it is not too severe. 

Let me simply note briefly my disagreement with such pro- 
positions, for within these differences may lie some basis for 
logical understanding of the very wide variance between my ap- 
proach and that of the majority. 


™ 4 particularly ironic example is involved in this very case. Hubbard 
Broadcasting has been seeking clarification of the rights of its Albuquerque 
station, KOB, with regard to 770 kilocycles, the frequency on which WABC 
in New York operates. For 20 years it has persisted. It still does not receive 
satisfaction in the majority’s opinion. See Record 19-23, the majority's dis- 
cussion of the problem, and see note 8, supra. 

™” Here, for example, Is one statement of ITT counsel Cohn: 

“I don't think it is fair for the Commission to put the proof of the negative 
on ITT. It is difficult. if not impossible, to prove the negative. The simple 
fact remains that there is no evidence in this record, outside of what you de- 
seribe as your suspicions, and you used the word ‘suspicion,’ that a public 
barm may arise because of these potential detriments to which you allude. 

“The record requires something other than mere suspicion that these things 
could happen in the future. ... [I]t is incumbent on someone to come 
through with positive evidence that those results could, in fact, and would, 
in fact, arise.” 

Record 380-81. 
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Congress has provided that, “No . . . station license .. . shall 
be transferred... except... upon finding by the Commission 
that the public interest, convenience, and necessity will be 
served thereby.” *° I believe such language contemplates that 
some transfers would not serve the public interest. I believe 
such language presumes that this Commission must seek and 
examine evidence that the public interest will be served by a 
given transfer. I believe the burden of coming forward with 
such evidence is on the applicants. I believe the burden of proof 
is on the applicants. I believe that without such evidence a pro- 
posed merger must be disapproved. I believe credible evidence 
of probability that the public interest will be disserved by a 
merger precludes our finding that it serves the public interest. 

If these assumptions be accepted, then the dissent which fol- 

~Jows flows logically. If they be rejected, much of my opinion 
falls. In it the following arguments, here summarized, are ex- 
pounded and documented at greater length. 


B. The Majority’s Substantive Analysis Fails to Take Account 
of the Absence of Evidence to Support the Applicants’ Case, 
and the Substantial Evidence of Probable Harm to the Public 
Interest 

The merger was conceived in pursuit of personal and corpo- 
rate interests wholly unrelated to the public interest.” ABC 
President Goldenson wished to retain control of a corporation 
threatened by a dissident minority. The value of his personal 
stockholdings has increased by about $3 million since the mer- 
ger was announced.” ITT President Geneen sought to promote 
further growth through acquisition, and favored American 
corporations over foreign because of the present foreign-Amer- 
ican balance in ITT’s holdings. Prior to its merger with ABC 
60 percent of ITT’s income was from foreign sources.” ABC 


» See note 1, supra. 

“The personal and corporate interests served by the merger are dixcussed 
generally in Part II, infra. 

3 fr, Goldenson holds 97,061 shares of ABC stock. Before the ABC-ITT 
talks came to public attention ABC stock was selling at 54 (December 1, 
1965). The day after this Commission’s approval on Dec. 21, 1966, the same 
stock was selling for 86%. The paper gain to Mr. Goldenson was $3,142,835. 
Broadcasting, Dec. 26, 1966. 

* Record 147. 
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will be one of ITT’s largest subsidiaries.“ Such motivations are, 
of course, not necessarily inconsistent with serving the public 
interest in American broadcasting. But this explanation cer- 
tainly puts the case for “the public interest” in unique perspec- 
tive. And presumably no one would contend that these reasons, 
taken alone, are adequate to sustain the majority’s approval of 
the merger. ; 

The public interest in broadcasting will be significantly 
harmed by the merger. It will place one of the largest purveyors 
of news and opinion in America under the control of one of the 
largest conglomerate corporations in the world, a company that 
derives 60 percent of its earnings from foreign sources and 40 
percent of its domestic income from defense and space con- 
tracts."® The possibility that the integrity of the news judgment 
of ABC would be affected by the economic interests of ITT is 
a real threat, without regard to the character of the present 
management of ITT and ABC and their protestations that no 
possibility of harm exists. ITT’s economic interests are daily 
affected by what American citizens know and think about what 
is going on in their country and the world. Moreover, to permit 
ITT to take over ABC tends to inhibit competitive forces in 
the broadcasting business.” It permits self-serving understand- 
ings between ITT’s subsidiaries and ABC’s advertisers.” It re- 
moves ITT as a potential owner of a new network, or broad- 
cast properties not associated with a network. It makes it more 
difficult for a fourth network to come into existence. It tends 
to remove ABC as a party of protest to the international com- 
munication common carrier rates charged by ITT. 

These reasons, standing alone, should leave little doubt in 
anyone’s mind that the merger should not receive a blithe im- 
primatur from this Commission. 


* Record 176, 544. 

% Record 147-148. At one point, however, it was indicated that about 55% 
of ITT’s domestic income derives from defense and space contracts. Record 
123. 

™* The impact of the merger on competition is discussed generally in Part 
III, B. 3., infra. 

* This is the danger familiar in antitrust law, of reciprocal dealings. See 
Part III, B. 3., infra. For instance, a major tire company might agree, 
formally or informally, to purchase advertising from ABC in return for 
tire purchases by Avis Rent-a-Car, an ITT subsidiary. 
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But there is another side to this case. The parties’ side. What 
have ITT and ABC argued in support of the “public interest” 
served by the merger? Does it make sense? 

The principal argument of the applicants, and the majority, 
is that the merger will permit ABC to become a stronger, more 
competitive network.” Each proposition advanced in support 
of this argument, however, simply fails to withstand analysis. 
ABC is substantially competitive with the other two major net- 
works today. To the extent it is not, the evidence supports the 
view that the public is benefited by ABC’s more innovative pro- 
gramming, not harmed. Certainly no one offered any evidence 
that ABC’s programming is inferior to that of CBS and NBC— 
quite the contrary. The company is in good shape financially. 
Its earnings continue to increase. It has plans for expansion— 
made before proposal of the merger, and perfectly capable of 
execution, without. assistance from ITT. Moreover, ITT has 
made no specific commitment of funds to ABC. Indeed, Mr. 
Turner has advised the Commission that, 


“ITT’s estimates indicate that ABC’s earnings growth 
rate over the next five years would be 16%. More im- 


portantly, it was anticipated that after capital expendi- 
tures and debt repayment, and assuming ABC continues 
in third place, it would yield a cash flow approaching 
$100 million between 1966 and 1970, almost all of which 
was thought by ITT to be avaliable for reinvestment 
outside the television business.” *° 


But most fundamental is that, to the extent ABC is not fully 
competitive, the reasons lie wholly in the number and com- 
petitive position of its affiliated stations. The merger can in no 
way affect that fact. The growth of UHF television can—and 
will. : 

Thus, even ignoring the substantial public detriment that 
will be caused by this merger, the Commission is not war- 
ranted in approving it in my judgment. The applicants 
have simply failed in sustaining their burden of proving that 
at least some public benefit will be derived from their merger. 


”The matter of ABC’s present competitiveness and alleged “need” for 
outside financial support is discussed in Part IV, infra. 
»* Letter from Donald F. Turner to Chairman Rose] H. Hyde, Dec. 20, 1966. 
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And so I am brought to the substance of my dissent. But be- 
fore I begin my analysis of the merits I wish to add one final 
word. That feelings about this case run high is obvious—and 
irrelevant to my evaluation of the issues. I think highly of 
both Mr. Geneen and Mr. Goldenson, the Presidents of ITT 
and ABC. Each has rightfully made a reputation for himself 
as one of the ablest men in American business today. We are 
fortunate to have them. I think it probable America would 
be more benefited from their continued individual, than from 
their new-found collective talents. We shall see. 


II. THE PARTIES SEPK TO MERGE FOR SELF-SERVING ECONOM- 
IC AND PERSONAL REASONS UNRELATED TO SERVING THE PUB- 
LIC INTEREST IN BROADCASTING 


International Telephone and Telegraph Corporation is a 
sprawling international conglomerate of 433 separate boards 
of directors.*° Its 1965 revenues of $1,782,939,000 make it 30th 
of the industrial corporations of the United States. Its net in- 
come that year was $76,110,000." Its 200,000 employees— 
over 130 times the size of the entire Federal Communications 
Commission Washington and field staff—make it fifth among 
United States industrial corporations and ninth in the world 
in size of work force.*? ITT has significant holdings in at least 
forty countries ** and derives approximately sixty percent of its 
revenues from foreign sources.** It owns and operates the tele- 
phone companies in all of Chile, Puerto Rico and the Virgin 
Islands, and in Lima, Peru, and the State of Parana, Brazil.** 
A great part of its foreign income comes from the sale of 
electronic and telecommunication equipment to foreign 
governments.*° 


“1965 Ann, Meeting of Stockholders 13. But see Record 500 where the 
figure 380 was cited. 

“ Fortune, July 15, 1966, p. 232. 

“1965 ITT Ann. Rep. 3. 

“Id. at 34-35. 

“Record 123. 

“1965 ITT Ann. Rep. 34-35. 

“See Reply No. 3 accompanying Letter from Mr. Harold S. Geneen to 
Commissioners Kenneth A. Cox and Nicholas Johnson, Dec. 8, 1966. 
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Forty percent of ITT’s U.S. revenues derives from federal 
government defense and space contracts.‘” But ITT also owns 
several consumer finance companies, life insurance companies, 
an investment fund, a small loan company, and numerous elec- 
tronics research and manufacturing subsidiaries.** As a leading 
international common carrier, the company owns 10.5 per- 
cent of the shares of the Communications Satellite Corpora- 
tion *° (making it the second largest shareholder after the 
American Telephone and Telegraph Company), and it elects 
two of the Comsat directors. ITT owns ITT Avis, Inc. (a car 
rental company),*° and has acquired a sizable book publisher.** 

The American Broadcasting Company, Inc., was literally 
born of this Commission’s concern for “the fuller use of the radio 
as a mechanism of free speech.” ** The Radio Corporation of 
America (RCA) had owned two networks, the Red and the 
Blue. As a result of the FCC’s chain broadcasting rules of 1941, 
the Blue Network Company, created by the National Broad- 
casting Company (NBC) in 1927, was offered for sale.™ It was 
purchased by Edward J. Noble in 1943 for $8,000,000, and 
Noble’s “American Broadcasting Company” began.** 

The ABC network was immediately confronted with com- 
petition from the Columbia Broadcasting System (CBS) and 
NBC— its rivals still. It began with but two stations and partial 


“ Record 148. But see note 35, supra. 

“1965 ITT Ann, Rep, 34-35. 

“ITT Proxy Statement 23 (1966). 

1965 ITT Ann. Rep. 35. 

“N.Y. Times, Nov. 1, 1966, p. 57, col. 3. The publisher, Howard W. Sams 
Co., Inc. owns the Bobbs Merrill Co., Inc., Theodore Audel & Co., Editors 
and Engineers, Ltd., and Review and Research Service of America. Sams 
and its subsidiaries published 183 titles in 1965, mainly in the fields of his- 
tory, law, science, and electronics, 1966-67 Literary Market Place 89-90. 

“ Radio Corp. of America, 10 FCC 212, 213 (1943). The Commission con- 
tinued, “The mechanism of free speech can operate freely only when the 
controls of public access to the means for the dissemination of news and 
issues are in as many responsible ownerships as possible and each exercises 
its own independent judgment.” Jdid. 

“ 7d. at 212. See FCC, Report on Chain Broadcasting (1941). 

“See ABC—Past, Present and Proposed at 2, filed by the parties on 
March 31, 1966 as Exhibit No. 1-3, Attachment H. 
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ownership of a third.** Here is how ABC has summarized its 
first eight years (1943-51): : 

“Ty ghort, in its first eight years as an independent 
network, ABC increased its owned and operated facilities 
from 214 AM stations in three cities to 4% AM stations 
in five ‘key’ cities, having in the meantime improved its 
AM facilities in New York (by a change of transmitter 
site) and in San Francisco (by a seven-fold increase in 
power). It had become the licensee of FM and TV sta- 
tions in those five same markets. It had increased the 
number of its AM affiliates from 168 to 298, the number 
of FM affiliates from 0 to 59. During this same period 
the company made capital outlays totaling $17,500,000. 
The number of employees had almost quadrupled—in- 
creasing from 715 to 2531. 

“From a total of $18,819,988 in 1943, the net sales of 
the company increased to $53,347,501 for the first 11 
months of 1951.” ** 


Despite this creditable rate of growth, ABC proposed to 
merge with United Paramount Threatres in 1951, and finally 
effected the merger in 1953 with the Commission’s approval.” 

American Broadcasting Companies, Inc. (ABC) is the result 
of this 1953 merger between Paramount and the American 
Broadcasting Company. ABC now owns 399 theaters in 34 
states, five television stations, six AM and six FM stations (all 
in the top ten broadcasting markets) and, of course, one of the 
three major television networks and one of the four major radio 
networks in the country.** 

Today with its domestic television network facilities and its 
137 primary television affiliates, ABC is capable of beaming an 
aural and visual message to 93 percent of the 50,000,000 tele- 
vision homes in this country. Its radio network can reach 97 
percent of the 55,000,000 homes in the United States with radio 
receivers.” 

= Jd. at 3, The stations were WJZ in New York (now WABC), KGO in 
San Francisco, and WENR in Chicago (now WLS). 

“Td. at7. 

= Paramount Television Prods., Inc. 17 FCC 264 (1953). 


“ITT Proxy Statement 24-27 (1966). See also, ABC 1965 Ann. Rep. 
® Record 70, 71, 73, 92. 
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ABC’s broadcasting and programming interests are not 
limited to this country. It has a wholly-owned subsidiary which 
acts as program purchasing and sales representative for foreign 
stations. ABC has interests and associations with stations in 25 
nations, known as the “Worldvision Group,” including eleven 
Latin American countries, Australia, Canada, Japan, Lebanon, 
The Netherlands, Okinawa and the Philippines.” A wholly- 
owned subsidiary of ABC, ABC Films, distributes filmed tele- 
vision programs to stations, networks, and advertisers on a local, 
regional or national basis, and abroad.” 

ABC is in the record business, in the United States and 
abroad, through its wholly-owned subsidiary ABC-Paramount 
Records. After all the subsidiaries are accounted for there are 
six labels (Command, Grand Award, Impulsel, Music Guild, 
Westminster, and Whitehall), a record distributor, a record- 
ing studio, a record pressing plant, and music publishers.” 

- Subsidiaries of ABC publish three farm papers, each over 
100 years old, with combined circulation of 800,000: Prairie 
Farmer (Chicago), Wallaces Farmer.(Des Moines), and Wis- 
consin Agriculturist (Racine). 

. In 1965 ABC had total revenue of $476,500,000, of which 
$361,600,000 came from broadcasting. Its total before-tax net 
income. for 1965 was $28,900,000, up from $22,200,000 in 
1964.% 

These are capsule descriptions of the breadth of interests 
encompassed in the two parent companies which come before 
this Commission seeking approval for their merger.** 

It should not be surprising that the parties reached a deci- 
sion to merge based on their own private interests. Serving 
their own interests is by no means inconsistent with their also 


“ITT Proxy Statement 25 (1966); Tyler, Television Around the World, 
in Television, Oct. 1966, p. 32. 

“ITT Proxy Statement 27 (1966). 

“ Tdid. 

* Toid. 

“1965 ABC Ann. Rep. 1; Record 96. 

“The Commission must pass on the merger because it involves the trans- 
fer of seventeen radio and television broadcasting licenses. Under the Com- 
munications Act of 1934, the Commission is to approve transfers only if it 
determines that “the public interest, convenience, and necessity will be 
served thereby.” 47 U.S.C. 310(b) (1964). See notes 1 and 3, supra. 
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serving the public interest. But the burden of establishing that 
what serves their own interest will also serve the public interest 
is obviously placed on the parties by the Communication’s 
Act.** 

There is a history to the merger proposal which goes a long 
way toward explaining the private interests which the parties 
are attempting to serve. It provides a valuable perspective with 
which to view both the proposed merger and the claims made 
to the Commission by the parties.” 

Since its inception about forty-five years ago ITT has been 
largely a holding company for foreign telephone equipment 
and operating companies.” In 1959 Harold Geneen was 
selected as President by the ITT Board. Geneen immediately 
launched the company on a policy of growth, principally 
through acquisition, with the stated goal of doubling sales and 
earnings within five years. That goal was reached, and the 
policy of growth through acquisition has continued unabated. 
There can be little doubt that the success of the policy has been 
due largely to the personal qualities of Geneen. He “elimi- 
nated much of the autonomy of ITT’s operating managers, 
and replaced it with a control system tautly run from New 
York headquarters.” 

One of the aims of ITT’s acquisition policy has been to re- 
dress the imbalance in its income from foreign and domestic 

“ Ibid. 

“ Corporate power, John Kenneth Galbraith has observed, 

“(HJas passed from the owners of the corporation to the managers, and 
to the scientists and technicians. They now exercise full and autonomous 
power and, not surprisingly, they exercise it in their own interest. And this 
interest differs from that of the owners. For the managers and technicians 
security of return is more important than the level of total earnings. This 
is because those in charge do not get the profits—or anyhow not much of the 
profits. But they—the scientists and technicians—do get the promotions. 
enlarged opportunities, higher salaries and prestige which go with growth 
of the firm.” 

Galbraith, The Fourth Reith Lecture, The Listener, Dec. 8, 1966, pp. 841, 
$53. For the musings of a beguilingly astute columnist on the current merger 
trend, see Buchwald, Everyone is Merging, Washington Post, June 2, 1966, 
p. A21. 

“ Fortune, July 1, 1966, p. 82. 

© rid. 
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earnings.” Thus, many of the acquisitions since Geneen be- 
came. President have been United States companies.” The pro- 
posed merger with ABC is simply the latest and most ambi- 
tious of such purchases. 

ABC’s merger-mindedness has an even more interesting his- 
tory. In March 1964 it was reported that Norton Simon, promi- 
nent industrialist and art collector, had acquired control of 
100,000 shares of ABC stock.” Mr. Simon was reportedly inter- 
ested in a seat on the ABC Board of Directors, but Mr. Golden- 
son, President of ABC, was opposed to any such ambitions of 
Simon.” 

By April of 1964 another group had acquired a large block 
of ABC stock, and the ABC Board was moved to take defensive 
action. 


“The board of directors of the American Broadcasting 
Company took unusual steps tonight to thwart what 
it called two ‘special groups’ trying to gain a voice in 
the conduct of the network’s affairs. 

“By unanimous vote, the board decided to recom- 
mend to the company’s stockholders that the corpora- 
tion’s charter be amended to eliminate cumulative 
voting in the election of directors.” “ 


At a special meeting on May 19 the shareholders of ABC voted 
to end cumulative voting in compliance with the Board's 
recommendation.” 


—_— 

* 1965 ITT Ann. Meeting of Shareholders 9. 

™ Some examples are Aetna Finance Co., Hamilton Management Corp. and 
Avis, Inc. See Fortune, July 11, 1966, pp. 81-82. 

NY, Times, March 14, 1964, p. 51, col. 4. 

«4 report from Wall Street was vague: “This could be a battle for control 
of ABC, Things are moving very quickly. May could give the answer.’ ” J bid. 

% Id., April 7, 1964, p- 43, col. 1. 

% Td., May 20, 1964, p. 59, col. 4. 

Cumulative voting is a procedure whereby minority shareholders can elect 
minority representation to a board of directors by “cumulating” all their 
votes for all directors into a winning vote for one or more. If forced to vote 
for each director’s position the minority obviously is outvoted by the majority 
each time and has no representation. Typical of legal analysts’ attitude 
toward cumulative voting is the following : “An amendment abolishing cumu- 
lative voting deprives the minority of a substantial protection, and can 
hardly be justified by the majority's desire to be unbampered by minority 
representation. Where there is cumulative voting, representation on the board 
enables the minority to protect its interests and contribute its views on cor- 


952 


Despite the defensive action of the corporation, Mr. Simon’s 
pursuit of ABC stock continued. By July of 1965 Simon was 
reported to control 400,000 shares, about 9% of the outstanding 
ABC stock, and the largest single block controlled by any one 
person.” There was speculation that 


“s battle for control of the ABC entertainment complex 
might be in the offing. 


“Wall Street circles familiar with ABC management's 
thinking asserted flatly that the company was deter- 
mined not to let Mr. Simon in the corporate door short 
of his acquisition of 51 percent of the stock.” * 


In February of 1966 ITT and ABC entered into a merger 
agreement. But news of the merger had broken earlier. The 
New York Times reported in December 1965: 


“Many trade sources and Wall Street observers inter- 
preted the merger proposal as one way for Leonard H. 
Goldenson, President of ABC, to avoid a showdown with 
Mr. Simon in their continuing battle for control of 
ABC. ... 

“One reliable source indicated that ABC had made 
‘overtures’ to IT&T sometime in 1964. This would coin- 
cide with the reported entry of Mr. Simon into the 
picture.” ** 


porate policy, thereby establishing greater harmony between ownership and 
management. The majority shareholders are not injured, since they continue 
to control, while gaining increased protection in the event that they become 
the minority. It could be argued that minority representation decreases the 
board’s efficiency, but the representation of minority views may result in 
more careful formulation of corporate policy.” 69 Harv. L. Rev. 538, 549 
(1956). See Fletcher, Corporations § 2048 (1952). One distinguished com- 
mentator insists that in those states which allow cumulative voting, the 
majority shareholders should not “have the power to withdraw the privilege 
by amendment of the character or otherwise.” Ballentine, Corporations, 
§ 177, at 406 (1946). 

* N.Y. Times, July 19, 1965, p. 1, col. 5. 

™ Toid. 

* Id., Dec. 2, 1965, p. 60, coL 1. 

For an interesting analysis of the proposed merger with emphasis on its 
history see Kroeger, Merger Machine in High Gear, Television, July 1966, 
p. 21. , ; 


The merger agreement provided for continuation of the ABC 
management and Board, but dissident ABC shareholders found 
their influence was to be greatly diluted as holders of small 
proportions of the stock in a much larger company. That ABC’s 
management viewed the merger at least partially as a defense 
against dissident stockholders became clear during the hearing 
before the Commission. In answer to whether the stockholdings 
of Mr. Simon accelerated ABC’s interest in merger with ITT. 
Mr. Goldenson said, “Not Mr. Simon specifically. but any mi- 
nority stockholder who would try to take a position to place 
pressures upon us.” ™ 

Thus did the expansion-minded conglomerate and the share- 
holder-shy entertainment complex find their way to this Com- 
mission, seeking approval of their proposed merger. The brief 
history of press comment on the events leading up to the 
merger becomes all the more interesting in light of the strained 
case which the parties made in attempting to justify their union 
as promoting the public interest. 


III. THE MERGER SUBSTANTIALLY HARMS THE PUBLIC’S INTEREST 
IN INDEPENDENT IMPARTIAL SOURCES OF INFORMATION, AND IN 
ECONOMIC COMPETITION 


A. ITT’s Foreign and Defense Interest Are Potentially Incon- 
sistent With the Integrity of ABC’s News Reporting 


The principal danger which inheres in this merger is not 
difficult to comprehend. Even the majority recognizes it.* It is 
the potential conflict of interest between the business interests 
which comprise ITT and ABC’s broadcasting responsibility to 
the public, especially in news and public affairs. 


™ Record 579. Compare note 75, supra, regarding “pressures” from minority 
shareholders to be heard by the management of their corporation. 

” The Commission's opinion states, 

“One of the principal issues that concerned the Commission in this pro- 
ceeding was whether the large business interests of ITT might be permitted 
to exert an influence on the broadcasting activities of ABC, and particularly 
whether there would be any commercial influence on the performance of the 
journalistic function—the reporting of news and news commentary—or on 
the selection, scheduling or treatment of public affairs prvsramming.” 


278-719—467——61 
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The ITT system represents a unique mixture of foreign in- 
terests and domestic companies involved in defense and space 
work. It is probably the outstanding example of an American 
corporation with inherent structural impediments to the 
wholesome, independent operation of a radio and television 
network and seventeen broadcasting stations. 

Congressional concern with foreign involvement in Ameri- 
can broadcasting companies is strongly evidenced in the Com- 
munications Act of 1934. Section 310(a) provides: 


“The station license required hereby shall not be 
granted to or held by— 

(1) Any alien or the representative of any alien: 

(2) Any foreign government or the representative 
thereof; 

(3) Any corporation organized under the laws of any 
foreign government; 

(4) Any corporation of which any officer or director is 
an alien or of which more than one-fifth of the capital 
stock is owned of record or voted by aliens or their 
representatives or by a foreign government or repre- 
sentatives thereof or by any corporation organized 
under the laws of a foreign country ; 

(5) Any corporation directly or indirectly controlled by 
any other corporation of which any officer or more 
than one-fourth of the directors are aliens, or of which 
which more than one-fourth of the capital stock is 
owned of record or voted after June 1, 1935, by aliens, 
their representatives, or by a foreign government or 
represenative thereof, or by any corporation orga- 
nized under the laws of a foreign country, if the Com- 
mission finds that the public interest will be served by 
the refusal or the revocation of such license.” * 


In fact, the irony in today’s decision fairly seethes when one 
realizes that the Congressional hearings on the 1934 Communi- 
cations Act reveal that Section 310(a) was the product not 
alone of legitimate generalized concern. It was aimed at one 


" 47 U.S.C. 310(a) (1964), 
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company in particular: International Telephone and Tele- 
graph—the very company which now seeks to control ABC.” 

Of course, ITT as presently constituted does not technically 
come within the prohibition of Section 310(a). It no longer has 
the foreign officers and directors that it had in 1934. However, 
ITT’s involvement in foreign countries is very extensive now, 
just as it was in 1934, The rationale behind the Section 310(a) 
prohibition is fully as applicable to a company that earns 60 
percent of its income from foreign subsidiaries managed by 
aliens, or otherwise deeply involved in foreign affairs, as by 
a company whose Board is partly composed of alien directors. 
Moreover, although no officers of the parent holding company, 
ITT, or members of its board, are aliens, a very large per- 
centage of the officers and directors of its foreign subsidiaries 
are not American citizens.** This truth comes even closer to the 
letter, as well as the spirit, of Section 310(a) than the foreign 
earnings. The involvement of these officers and directors in 
other foreign business ventures is too extensive to begin to 
document thoroughly.** But a hint of the involvement of ITT 
officials in foreign affairs is conveyed by the fact that three of 
them are members of foreign legislative bodies, two of the Brit- 
ish House of Lords and one of the French National Assembly. 
Another is a former premier of Belgium. And several have posi- 
tions with ministries of foreign governments or as officials of 
government-owned industries.** Three directors of the Chilean 
telephone subsidiary are appointed by the Chilean government, 
and that number will increase progressively until seven 
members of the fifteen-man board are appointed by the 
government.** 


" See Hearings on S. 2910 Before the Senate Committee on Interstate Com- 
merce, 73d Cong., 2d Sess, 118-35, 160-73 (1934); Hearings on H.R. 8301 
Before the House Committee on Interstate and Foreign Commerce, 73d 
Cong., 2d Sess. 20-28, 206-32 (1934). 

™See Reply No. 1, accompanying Letter from Mr. Harold S. @eneen to 
Commissioners Robert T. Bartley, Kenneth A. Cox, and Nicholas Johnson. 
Nov. 17, 1966. 

“ did. 

™ Toid. 

™ See Reply No. 1 accompanying Letter from Mr. Harold S. Geneen to Com- 
missioners Kenneth A. Cox and Nicholas Johnson, Dec. 8, 1966. ITT re 
quested, in accordance with Section 0.417(a) (5) of the Commission's rules. 


956 


ITT is bound by contract, once approved by the Chilean 
Congress, to sell 49 percent of the stock in the telephone sub- 
sidiary to the government and other Chilean interests. In fact, 
the government of Chile retains an option to acquire the entire 
company if it so desires. One of the stated objectives in the con- 
tract is to “Determine, in the telecommunications field, joint 
areas of action and procedures of execution to ensure the due 
coordination of Chitelco’s [the ITT subsidiary’s] plans with 
the State’s policy and plans on the matter.” * ITT owns 13 per- 
cent of the shares of Indian Telephone Industries, Ltd., of 
which the Indian government owns more than 75 percent.™ 
ITT is bound by a 1964 contract with the Indian government 
not to transfer any of its Indian telephone stock to “a resident 
of India” or “a resident of any country not then politically ac- 
ceptable to the Government [of India].” * ITT owns 20 per- 
cent of a French telecommunications research company of 
which the French government is the majority stockholder, and 
5.5 percent of a Swedish company in which the Swedish gov- 
ernment is a 50 percent stockholder.” 

Such examples are provided merely to illustrate the character 
and depth of ITT’s close involvement with the governments 
of foreign countries. They do not begin to exhaust the matter. 
Any company which derives 60 percent of its income from for- 
eign sources, and has subsidiaries in more than forty countries, 
obviously will develop an almost unlimited number of rela- 
tionships and responsibilities in those countries. 

Certainly ITT is aware, even if a majority of this Commis- 
sion is not, that such an international corporation must involve 
itself closely in the affairs of foreign governments. At the last 
annual stockholders’ meeting, ITT’s president reported, 


47 C. F. R. $0.417(a) (5) (1966), that this material be denominated “not 
available for public inspection.” The Commission has agreed to keep this 
material confidential, and hence it is not part of the public record in this 
case. 

* Ibid. 

“See Reply No. 2. id. This material is part of the public record. 

Soe Reply No. 3, id. This material is not part of the public record. See 
note 86, supra. 

See Reply No. 2. accompanying Letter from Mr. Harold S. Geneen to 
Commissioners Kenneth A. Cox and Nicholas Johnson, Dec, 8, 1966. 
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“Qn all fronts today, ITT is expanding its activities 
and responsibilities. We now employ over 200,000 per- 
sons in more than 50 countries, representing an exten- 
sive involvement and responsibility in the economies 
and societies of the countries in which we operate.” ” 


ITT is mindful that it is not always treated hospitably by the 
countries in which it operates. At the 1962 stockholders’ meet- 
ing, President Geneen noted proudly that ITT, 


“has in its time met and surmounted every device em- 
ployed by governments to encourage their own indus- 
tries and hamper those of foreigners, including taxes. 
tariffs, quotas, currency restrictions, subsidies, barter 
arrangements, guarantees, moratoriums, devaluations, 
—yes, and nationalizations.” ** 


Nevertheless, the company has often aroused the enmity of 
foreign governments and peoples. There were riots directed 
against ITT in Spain in the early 1930’s.° ITT property has 
been expropriated in eight countries, including Brazil. When 
the Brazilian state of Rio Grande do Sul ordered confiscation of 
the ITT-owned telephone company in February 1962 the ex- 
propriation decree revealed the great bitterness which ITT and 
and its subsidiary had aroused in the state.” 

It is irrelevant to my purpose to suggest that ITT is always, 
or even ever, at fault when it becomes embroiled in internation- 
al affairs. Most of the expropriations of its property have been 
by Communist states, and were part of wholesale confiscations. 

The point is simply that a company with interests like those 
of ITT necessarily will find itself involved in relations and con- 
flicts with foreign governments. 

Nor are ITT’s problems in this respect a thing of the past. 
Only two weeks ago, there were reports of the almost unani- 
mous opposition of the Peruvian Senate to an increase in tele- 


"1966 ITT Ann, Meeting of Shareholders 17. [Emphasis added.] 

1962 ITT Ann. Meeting of Shareholders. 

™ Hearings on H.R, 8301 Before the House Committee on Interstate and 
Forcign Conmerce, 73d Cong. 24 Sess. 52 (1934). 

“See Reply No. 10, accompanying Letter from Mr. Harold S. Geneen to 
Commissioners Kenneth A. Cox and Nicholas Johnson, Dec. 8. 1966. 

* Toid. 
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phone rates negotiated by the ITT-owned telephone company 
and the government of Peru. The report noted: 


“For many years. the company has been the target of 
nationalistic elements opposed to foreign ownership of 
local utilities. This hostility has been increased by public 
resentment over the company’s failure to improve its 
inadequate service.” *° 


In pursuing its business operations in these foreign countries, 
ITT must constantly endeavor to affect the course of politica! 
and economic events in foreign countries.” 

Policies of the United States government are of no less con- 
cern to ITT. because of the effects they may have on ITT’s 
foreign investments. At annual meetings of ITT's stockholders 
reports often are given on foreign affairs. In 1964, doubtless 


“The Washington Post. Dec, 14, 1946, p. 34. Even more recently a Spanish 
subsidiary of ITT was struck by its workers, and the subsidiary was re- 
ported to have effected a lockout. The Washington Post, Jan, 27. 1967, p. 28, 
col, 1, id., Feb, 10, 1967, p. 18, col. 4. 

“ This general problem. and its particular applicability to ITT, was pointed 
out by FCC Chairman Paul Porter in testimony before the Senate Interstate 
Commerce Committee in 1445, Porter said: 

“[ may analogize the present situation in the communications field to that 
in ocean transportation in the past. There was a time when the master of a 
vessel wan in effect the diplomatic representative of hix country in contact 
with the governments in the foreign ports where he touched. That situation 
ix not altogether unlike our present situation in which the managements of 
the international communications companies are in a position to shape our 
international communications policy through their ability to negotiate and 
make arrangements with the representatives of foreign governments. Indeed, 
managenents of communications companies may at times be in the position 
of serving interests other than our own national interests. At the Interna- 
tional Communications Conference held at Warsaw in 1936, at which the 
United States was represented by its Government officials, 2 number of per- 
sons connected with our United States carriers were present and actively 
participated in the conference as members of delegations of certain Latin- 
American countries. Such situations and circumstances whereby our carriers 
may, because of the necessity of protecting their local interests at foreign 
points, engage in political activity within the foreign country, raise serious 
considerations which I think this committee should take into account. A 
glance at a chart which I have submitted (F.C. C. Exhibit No. IX (1)) will 
show the extensiveness of the interests of the ITT in foreign countries. Its 
large financial stake in business ventures in foreign countries is indicative 
of the potential conflict of its interest as an operator of United States com- 
munications with its interest in the protection of foreign holdings.” 

Hearings Before a Subcommitec of the Senate Committce on Interstate 
Commerce, 79th Cong., Ist Sess., 173-74 (1945). 
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referring to the aftermath of the Brazilian expropriation, when 
ITT was able to exact much better terms of compensation than 
were originally offered, President Geneen told the gathering: 


“|. . during the year 1963 the security of all our oper- 
ations in underdeveloped countries was considerably 
strengthened by better government-to-government un- 
derstanding on the part of our own government and the 
governments of other countries, particularly in Latin 
America. 

Recent events in Brazil have dramatically supported 
an improving turn of events there, and I draw your at- 
tention to the significance of President Johnson’s recog- 
nition of the new Brazilian Government, in line with 
what may well be known in the future as the ‘Mann 
Doctrine,’ after our Assistant Secretary for Latin Amer- 
ican Affairs, who recommended it. . . . 

Finally, there is the very important basic policy of 
the U.S. government, expressed by Congress in the 
Hickenlooper Amendment to the AID program, which 
has increasingly aligned the U.S. Government with those 
countries that show integrity in their handling of in- 
vested properties of the U.S. shareholders.” ™“ 


That ITT has been very active in advocating self-serving poli- 
cies to our government was quite clear. Geneen said, 


“I think anybody [who] knows of our activity over 
the past few months knows that we have been foremost 
in fighting for what we feel is the principle of private in- 
vestment all over the world, not just for ITT’s assets.” ” 


At the 1963 annual meeting. Geneen gave ITT’s manage- 
ment a large part of the credit for the Hickenlooper Amend- 
ment, “which is the finest possible reassertion of the historic 
policy of the United States Government to back and to take 
strong steps to support the rights of its citizens in Latin 
America and other foreign areas.” ?” He said of the 1962 tax 
bill that ITT “and its management were probably the most 
active and effective group in having the proposals amended 


> ™ 1964 ITT Ann. Meeting of Shareholder 10-11. 
1962 ITT Ann. Meeting of Stockholders. 
1 1963 ITT Ann, Meeting of Shareholders 7. 
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to assure continued freedom to U.S. foreign competition 
abroad.” * 

One rather stark example of the very great interest which 
ITT has in U.S. government foreign policies is provided by a 
breakdown of assets by countries, which ITT submitted to the 
dissenting Commissioners. Of ITT’s total net assets 5.8 percent 
consists of “U.S. Dollar AID guaranteed financing for Chilean 
utilities.” **? To say the least, ITT has a very great stake in 
maintaining this guaranteed financing by the Agency for 
International Development and in encouraging other such 
guarantees.’” 

The conflicts which necessarily arise when a company so 
heavily involved in foreign affairs owns a radio and television 
network are innumerable and continuous. Only the future can 
provide specific examples, but it is not difficult to imagine 
quite plausible possibilities. 

Chile, Peru, Brazil or India might someday wish to nation- 
alize the telephone companies which ITT now owns in whole 
or in part. It has happened to ITT in the past and could 
easily happen again. ABC news and public affairs personnel 
would have to comment on the nationalization and might wish 
to editorialize or treat the affair at length. If one admits the 
possibility that such nationalizations could be put in a favor- 


1 Td. at 6-7. 

% See Reply No. 9, accompanying Letter from Mr. Harold S. Geneen to 
Commissioners Kenneth A. Cox and Nicholas Johnson, Dec. 8, 1966. 

387 1961, opposing President Kennedy's proposals for increased taxes 
on overseas subsidiaries Mr. Geneen said, 

“We certainly cannot handle our foreign companies now in a manner 
that would break the spirit of these understandings of long duration and 
that would tend to indicate to such countries that the United States is 
going to exert a sovereign rights (sic) to dictate to these national companies 
regardless of the interest of the host country.” 

Hearings on the President's 1961 Tae Recommendations Before the 
House Committee on Ways and Means, 87th Cong., 1st Sess. 2942 (1961). 

And again: 

“We own 51 percent of our subsidiary in Italy. Now, you tell me how 
mucb local pressure I am going to receive from, you might say, the minority 
group in that company as to relinquishing control for no other reason than 
a discriminatory sort of tax which would be applied to them, as well as 
us, for the median of 2 percent of stock.” 

Hearings on H.R. 10650 Before the Senate Committee on Finance, 87th 
Cong., 2d Sess, 2426 (1962). 
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able light, the potential for conflict with ITT’s economic in- 
terests is obvious. 

Even less confiscatory actions, such as higher taxes, might 
prompt ITT to encourage retaliatory policies by the United 
States. ITT had done so in the past by encouraging the Hick- 
enlooper Amendment and might do so again. If the ABC News 


staff felt retaliation unwise, again a conflict would exist. 

The number of potential conflicts is endless. One extreme, 
but not implausible additional example might be offered. A dis- 
sident rebel movement could develop in a country where ITT 
had large investments. Brazil is the scene of recurrent anti- 
Government agitation? and ITT is heavily engaged in that 
country.°* Suppose ABC News wished to produce a docu- 
mentary picturing the rebellion as justified, and the govern- 
ment of Brazil insisted that the program not be shown? Would 
anyone in ABC News be inclined or feel free to propose the 
show in the first place? Would they be able to withstand sug- 
gestions from within or without ITT that ABC News’ re- 
sources might better be used on other assignments? *** The 
added leverage which the government of Brazil could exert 
because of ITT’s Brazilian holdings would be substantial. 


— 

% See, e.g., N. Y. Times, Sept. 18, 1966, p. 26, col. 1; id., March 7, 1965. 
p. 31. col, 1. 

¥6 1965 ITT Ann. Rep. 34. 

%*Y ghould make it clear that the general reporters of my acquaintance in 
the broadcast and print media possess a fierce pride in their own personal 
independence, They are able. I neither could nor would impugn their ability 
or integrity. But it is often management, rather than reporters, which makes 
judgments ax to the stories to be covered, how they are to be played, and 
whether or not they should be killed. Many reporters have had personal ex- 
perience with a story that was killed by an editor for reasons unrelated to 
its merit, news value, and timeliness. For one example. see Bagdikian, Caxe 
History: Wilmington’s “independent” newspaper, Columbia Journalism Re- 
view, Summer, 1964, p. 13. In evaluating one of the major issues in this 
case—the possibility of economic and other extraneous pressures distorting 
an independent expression of information and opinion by reporters for mass 
media—one is struck with the absence of many hard, honest, documented 
“case studies” of the sociology of pressure on the news gathering and dis- 
semination process. Speculation, charges, selected incidents, and “common 
knowledge” abound. (See, ¢.7., jllustrative incidents cited in note 115, infra.) 
One highly valuable, delightfully written, and usefully detailed “case study” 
of the decision-making process in the network television news business is 
Friendly, Due to Circumstances Beyond Our Control (1967). 

Recently an ABC news team was reported to have been detained by Span- 
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If such a situation seems unlikely, one need only think of the 
boycotts by Arab countries of companies which do business 
with Israel.’ In Spain, where ITT has very large holdings,’ 
the Government has been boycotting a motion picture com- 
pany since 1964 because one of its movies, “Ride a Pale Horse,” 
dealt with the Spanish Civil War in a manner displeasing to 
the government.’” 

With all the inherent difficulties in obtaining accurate in- 
formation from abroad, why risk even the remote possibility 
that news judgments presented to the American people might 
be distorted to serve ulterior corporate economic interests? 
What conceivable justification could there be for government's 
participation (through today’s action by this Commission) in 
the creation of a corporation that constantly will be confronted 
with a conflict between its own best economic interests and the 
needs of our people, and our government, for broadcasting jour- 
nalism of completely unimpeachable integrity from around the 
world? 

Foreign relations provide a dramatic but by no means exclu- 
sive source of conflict between ITT’s business interests and its 
duties as a broadcaster. 

ABC might want to run a documentary favoring the use of 
domestic satellites for broadcating. (Indeed, it happens to have 
been ABC that first proposed such a use, leading to the FCC 
hearing that produced the now famous Ford Foundation pro- 


ish police after they tried to film student activities there, They did not have 
the special permit to use a newsreel camera, a permit required in Spain, 
N.Y. Times. Feb. 7, 1967, p. 11, col. 1. This incident, combined with those 
detailed in footnote 96, supra, clearly indicate the threat to the independence 
of ABC where ITT’s interests are concerned, 

*? See N.Y. Times, Nov. 21, 1966. p. 1. col. 7. 

™ 1965 ITT Ann. Rep. 35. 

*” The Washington Post, Dec. 20, 1966, p. D9; Broadcasting, Dec. 12, 1966. 
p. 68, Spain has also excluded an American newspaper which carried stories 
displeasing to it. N, ¥. Times, April 27, 1963, p. 2, col. & 

One might ask if America has ever been more aware than today of the 
extent to which its interests, indeed the lives of its sons, can become deeply 
involved in the affairs of a tiny mountainous country halfway around the 
world? Who knows where may it be tomorrow? Today, when foreign policy 
decisions can be made on the basis of reports received at electronic speed, 
it is more essential than ever that all America be accurately and fully in- 
formed at such a time by mass media whose integrity and singleness of pur- 
pose are above suspicion. 
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posal for financing educational television with the money saved 
by broadcasting via satellite.) *° ITT might have opposed this 
proposal because of its interest in the Communications Satellite 
Corporation. 

ABC might want to criticize the high level of defense spend- 
ing, or the large sums being expended in the space effort, or 
even present programs which discuss conflicting views.” Be- 
cause of ITT’s interest in both defense and space work, such 
positions would jeopardize ITT’s economic interests. 

ABC might editorially favor truth-in-lending legislation, 
while ITT finance subsidiaries? would presumably be 


opposed. 
In these and countless other ways ITT, as the owner of ABC, 


constantly will be faced with the conflict between its profit- 
maximizing goals—indeed. obligations to shareholders—which 


% See Legal Brief and Comments of Ford Foundation, Establishment of 
domestic non-common carrier communications-satellite facilities by non- 
governmental entities, Docket No. 16495. FCC, March 2, 1966. 

41 Without going into the merits of the issues involved, I would simply 
note that there is a substantial body of respectable opinion in this country 
which views with alarm an increasing influence in our society of the mili- 
tary. and of industrial concerns which depend to a great extent on military 
und defense spending. In his farewell address to the nation, President Eisen- 
hower issued an urgent warning: 

“In the councils of government, we must guard against the acquisition of 
unwarranted influence, whether sought or unsought, by the military-indus- 
trial complex. The potential for the disastrous rise of misplaced power 
exists and will persist. 

“We must never let the weight of thix combination endanger our libertiex 
or democratic processes, We should take nothing for granted. Only an alert 
and knowledgeable citizenry can compel the proper meshing of the huge 
industrial and military machinery of defense with our peaceful methods 
and goals, so that security and liberty may prosper together.” 

107 Cong. Rec. 2210 (1961). Only days before the majority approved this 
merger, Senator Clark of Pennsylvania issued a similar warning. The Wash- 
ington Post, Dec. 19. 1966, p. B8. See Cook, The Warfare State (1963) ; 
Mills, The Power Elite 198-224 (1956); Ekirch. The Civilian and the 
Military (1956); Coffin, The Armed Society 23-24. 197, 226-37 (1964)! 
Cater, The Fourth Branch of Government 165-67 (1959); cf. Buchwald, 
Live and in Color, The World Journal Tribune. Oct. 6, 1966. p. 13; and Count- 
down, reprinted in Son of the Great Society 139 (1966). But cf., Buchwald, 
Red Alert, reprinted in Son of the Great Society 166 (1966). 

™ITT’s finance subsidiaries include International Telephone and Tele- 
graph Credit Corp., ITT Aetna Finance Co., and Kellogg Credit Corp. See 
1965 ITT Ann. Rep. 35. 
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characterize all business corporations, and the duty to serve 
the public with free and unprejudiced news and public affairs 
programming.’ The issue is both whether anything damaging 
to ITT’s interests is ever broadcast, as well as how it is 
presented. 

History is not without examples of an obvious truth: broad- 
east properties, like all other enterprises, sometimes will be 
used to serve ulterior ends when the opportunity arises. There 
are many examples—the following two are but illustrative: 
(1) Officials of the Trujuillo regime in the Dominican Republic 
were reported to have paid $750,000 to officers of the Mutual 
Radio Network in 1959 to gain favorable propaganda disguised 


™3 At the annual meeting of stockholders in 1965, ITT’s president said, 

“Now let me say simply what we here at ITT believe mannazement’s job 
to be. In that great book recently written by Mr. Alfred P. Sloan, Jr. on 
his early days at General Motors—there was a critical time in its affairs, 
as he relates it, when he felt it was necessary to make clear that the real 
job of the company was to make money—not just automobiles. This was 
a great statement of corporate philosophy, And, in turn, I believe that when 
any management forgets this simple truth, it is not good for its share- 
holders.” 

1965 Ann, Meeting of Shareholders 11. 

Senator Warren G. Magnuson warned the FCC in 1956: 

“Although this [broadcasting] is a growth industry which naturally at- 
tracts capital, we who are responsible to the public in this field must bear 
in mind that very often ‘he who pays the fiddler calls the tune.” . . . Broad- 
casting stations should not be simply house organs grinding out the tune 
of biz business interests which own them—and there is some evidence that 
this is a real danger today. The Commission should be on guard against 
the intrusion of big business and absentee ownership—such as film pro- 
ducers, aviation carriers, magazine publishers, insurance companies, or other 
large investors interested in the tax advantages offered by the broadcast 
industry—to dominate the field of station ownership. . . . they [radio fre- 
quencies] should not be permitted to fall into the control of those who are 
only interested in the profits which can be derived from broadcasting. or in 
using them for the self-aggrandizement of large corporate owners.” 

S. Rep. No. 2769, 84 Cong., 2d Sess. iv (1956). 

A former Chairman of this Commission, James Lawrence Fly, once posed 
and attempted an answer to two fundamental questions; 

“(What is freedom of speech? What do the people of a democracy re- 
quire?” Fly, “Freedom of Speech and the Press,” in Safeguarding Civil Lib- 
erty Today 59, 63 (1945). His answers bear directly on the issues now before 
us, “A few objectives are relatively obvious,” he wrote. and then went on to 
list seven: 

“(1) free access to all pertinent news sources; (2) ways and means for 
the ready and adequate collection and distribution of news; (3) full presen- 
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as news.’ (2) Philco alleged to this Commission that RCA 
was using NBC stations to serve its broader corporate interests. 
In particular, (a) NBC stations said “a service of RCA” dur- 
ing station breaks; (b) NBC stations covered RCA activities 
as news when other stations did not; (c) color programs on 
NBC advised the public that RCA is the pioneer and developer 
of compatible color; (d) the “Today” show emphasized its 
origination in RCA exhibition hall; and (e) NBC stations 
incorporated RC and RCA into their call letters.** 


tation of fact and opinion: (4) presentation of opposing points of view and 
argument; (5) the absence of bias, prejudice, suppression, or distortion ; (6) 
the absence of bottlenecks, overconcentration of control, or domination by a 
few special interests, especially where the pipe lines to the market place of 
thought are limited in number; (7) the presence of diversity in the control 
of news sources and of mechanisms for news distribution to the public.” 

Tbid. Each is involved in this case. See also Cater, The Fourth Branch of 
Government (1959) ; Cater, Power in Washington 199-235 (1964) ; Lippmann, 
Public Opinion (1922) : Commission on Freedom of the Press, A Free and 
Responsible Press (1947) ; President’s Commission on National Goals, Goals 
for Americans 3. 5. 72-73, 77 (1960). One of the most recent and uveful 
anthologies on these issues is Berelson & Janowitz, Reader in Public Opinion 
and Communication (2d ed., 1966). 

34105 Cong. Rec. A7954 (1959); see Skornia, Television and Society 47 
(1964) ; Cater, Power in Washington 210-12 (1964). 

85 See Philco Corp. v. Federal Communications Comm'n, 293 F. 2d 864 (D.C. 
Cir. 1961). Mr. Goldenson acknowledged an awareness of this type of poten- 
tial problem with ITT (Record 308) and concluded they would be undesirable 
practices (Record 307). 

Further examples abound of unhealthy use of the media which are relevant 
in this context. A strong suspicion has been raised, for instance. that a CBS 
sports announcer was fired because his reporting of the New York Yankee 
baseball games was uncomplimentary to that team. (He had, for example, 
allowed the cameras to report the fact that the stands were near-empty.) 
The Yankees, of course, are owned by CBS. Columbia Journalism Review. 
Fall 1966, p. 3: see N. Y. Times, Oct. 9. 1966, p. D21. Without regard to the 
veracity of the report. it is relevant that the noted television producer, Mark 
Goodson, has alleged that one of the fruits of RCA’s acquisition of Random 
House was the attempt to force its president, Bennett Cerf, to forego his role 
as a regular panelist on a popular CBS program, “What's My Line?” Mr. 
Goodson said: 

“[RJecently—as you know, RCA is merging with Random House—and 
great pressure has been put on Bennett Cerf by RCA to get off. And now 
you’d say, ‘How silly for RCA to really be concerned that Bennett Cerf would 
be on “What's My Line?”’ But do you know really why? Because David 
Sarnoff's wife watches “What’s My Line?” every week and this is very 
irritating to the General, you see.” 

Transcript of the radio program, “WCBS Radio Looks at Television,” 
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Of course, there are many threats to news integrity beyond 
the kind of conglomerate takeover proposed by ITT. ABC has 
other, potentially conflicting, business interests of its own.’” 


Feb, 28, 1966, 

On several occasions, broadcast editorials have opposed interests such as 
pay TV, which posed an ecomonic threat to the station itself. The Commis- 
sion has at times found 2 station's treatment of ixsues affecting its own inter- 
ests in violation of the “fairness doctrine.” See, ¢.g.. The Spartan Radio- 
casting Co.. 33 FCC 765 (1962). A political candidate who also owned several 
stations is reported to have used those stations as an aggressive tool in his 
own camprign. Columbia Journalism Review, Summer, 1964, p. 2. Howard 
K. Smith is reported to have said. “if as many people listen to me on ABC 
as used to edit my copy at CBS, we'll have a large audience to build on.” 
See 7d.. Summer, 1962, p. 51. And Eric Sevareid is reported to have said of 
putting on a news program. “The ultimate sensation is the feeling of being 
bitten to death by ducks.” Time, Oct. 14, 1966. p. 5S, 

Examples of subversion of the proper function of newspapers ix even more 
common, A railroad-owned newspaper did not cover railroad wrecks, /d. 
Summer, 1963, p. 46. A newspaper heavily in debt to the Teamsters Union 
hax given exceedingly favorable coverage to Jimmy Hoffa. /d., Spring. 1966, 
p. S-14. Claims of journalistic independence must be viewed with a great 
deal of skepticism in the face of recurrent interference by management in 
the reportorial and editorial functions both in newspapers and in broudeast- 
ing. The constant interference of the DuPont interests in the editorial policies 
of the Dupont-owned Wilmington daily newspapers finally led to the depar- 
ture of the executive editor, See id., Summer, 1964, 13-17. Likewise Anaconda 
Copper used to interfere with its newspapers’ treatment of certain political 
candidates before Anaconda divested itself of its newspaper interests. Id., 
Summer, 1963, p. 46. See also Liebling, The Press (1964). 

Foreign attempts and success in influencing the press. in addition to the 
Dominican Republic episode, are reported id., Fall, 1963, pp. 29-35. For a 
description of the role of the press in the entry of the United States into the 
Spanish-American War, see the section on “yellow journalism” in Emery, 
The Press and America 427-46 (1962). It has been reported that “William 
Randolph Hearst . . . claimed that it cost him three million dollars to bring 
about American intervention in Cuba.” Hicks, The American Nation 209 
(2d ed. 1949). For an analysis of the problems created by ownership of more 
than one type of media by a single entity see Levin, Broadcast Regulation 
and Joint Ownership of Media (1962). 

** For instance, ABC is in the record, publishing. and theater business and 
owns amusement centers. And the “business” of broadcasting can influence 
the “programming” of broadcasting. Perhaps the rigged quiz show and 
“payola” scandals were not first exposed on radio or television because the 
broadcasters themselves would have been the ones most hurt. (Mr, Golden- 
son could think of no instance where a network had taken a documentary 
position opposed to the economic interests of the network's owners, Record 
249.) See Ferry & Ashmore, Mass Communications 9-38 (1966) for a dis- 
cussion of the influence and distortions of the media of mass communications. 
While we might wish to minimize the economically-based impediments to 
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The influence of advertisers on program content has been often 
documented.""* The “social control” of newsmen’s independ- 
ence has been studied.’* The sociological pressures on man- 
agement have been the subject of substantial theorizing."* The 


information and opinion integrity that inhere in the big business of broad- 
casting, we can accept them as inevitable, and very limited in subject matter 
area, and look to the Columbia Journalism Review and print media as a 
check on abuse. The exponential multiplication of such pressures that come 
from a conglomerate corporation’s control of a network are not inevitable— 
this Commission could have avoided those problems by failing to find this 
merger serves the public interest. 

“™T See, ¢.g.. Opotowsky. TV The Big Picture 69-80 (1962) ; H.R. Rep. No. 
281, 88th Cong., Ist Sess, 106 (1963). ITT’s counsel acknowledged at the hear- 
ing that influence of advertisers ix “a real problem, and applies not only to 
the local stations throughout the United States but to the networks as well,” 
Record 248, And ABC's president, while denying that ABC could ever be in- 
fluenced by advertixers, felt it was undesirable to have individuals on ABC's 
board of directors who were associated with products advertised on ABC. 
Record 264. 

Advertisers can inject political as well as strictly economic considera- 
tious into broadcasting decisions, One example of this was Kemper Insurance 
Company's breach of contract in withdrawing sponsorship of news programs 
after ABC aired a documentary on Richard Nixon in which Alger Hiss ap- 
peared, ABC-Pt. v. American Mfrs. Mutual Ins. Co.. 42. Mise, 2d 989, 249 
N.Y.S. 2d (1963). See Record 246-47. 

Similar and sometimes more subtle pressure is brought on others of the 
mass media. It is, of course, more than coincidental that history textbooks in 
the North and South give very different pictures of the Civil War. See The 
Washington Post, Dec. 5. 1966. p. 12. It was recently reported that certain 
textbooks which frankly depicted the treatment of minorities in this country 
were encountering strong opposition from those who would expunge all refer- 
ences not complimentary to the United States. The Washington Post, Dec. 11, 
1966. 

The lesson I would derive from these examples was perhaps best summar- 
ized by Edward P. Morgan while musing about a recent advertising cam- 
paign for the telecast of a big football game: “What if some wealthy scoun- 
drel decided to back some unprincipled demagogue for president and bank- 
rolled an equivalent saturation campaign on TV?... We have not, of course. 
arrived at the point of succumbing to some sinister—or beneficial—Big 
Brotherliness via broadcast brainwashing so this is a fine time to examine 
the problem while we still have thinking room.” Washington Evening Star, 
Jan, 20, 1967, p. D11. 

™ Breed, Social Control in the News Room, in Schramm, Mass Communica- 
tions 178-94 (1960). 

™’ See Whyte, The Organization Man 46-59 (1949) : Riesman, The Lonely 
Crowd (1953). Indeed this theme is pursued in the popular arts, See Bur- 
rows, Weinstock & Gilbert, How to Succeed in Business Without Really Try- 
ing (1962), made into a musical comedy with lyrics and music by Frank 
Loesser, and now popular as a movie, 
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bias, or “credibility quotient,” of the individual reporter is an 
important determinant of news accuracy. No, I would not 
suggest for a moment that conglomerate ownership is the only 
distorting lens between the space-time events of the real world 
and the reports that reach our citizenry. The entire process is 
worthy of diagnosis and treatment. But the evils of conglom- 
erate ownership, like preventable disease, are unnecessary. 
The other factors are more difficult, perhaps impossible, to con- 
trol. In any event, it is the issue of conglomerate control that 
is before us now. 

The best we can do is to try to provide as much insulation 
as possible for the industry’s programming from extraneous 
economic considerations. The worst we can do is to encourage 
mergers like this, which expose businessmen to the daily temp- 
tation to subvert the high purpose and indispensable role of 
the broadcast media in a free society. 

ITT officials repeatedly have assured us that there would be 
no interference with the ABC programming decisions. I do not 
doubt the present sincerity of these men. Yet, I would find not 
only the promises, but even their possible fulfillment, inade- 
quate to serve the public interest. At the very least it must be 
obvious that these assurances are given by men—and we are 
turning these broadcast properties over to corporations, The 
presidents of the two companies who appear before us to offer 
their personal assurances may be out of office tomorrow. Indeed, 


” Bagdikian, The Way It Was and the Way I Call Them, Columbia Jour- 
nalism Review, Fall. 1966. pp. 5-10. See The Washington Evening Star, 
Jan, 3, 1967, p. A-8, col. 3. Robert Kintner has written “But every reporter 
knows that when you write the first word, you make an editorial judgment.” 
Kintner, Broadcasting and the News 13 (1965). See also Bauer, The Com- 
municator and the Audience, Pool and Shulman, Newsmen’s Fantasies, 
Audiences, and Newsuwcriting, White, The “Gatekeeper”: A Case Study in the 
Selection of News, Gieber, News Is What Newspapermen Make It, and 

2reed, Jfaxs Communication and Sociocultural Integration all reprinted as 
Part III, The Communicator and His Audience in Dexter and White (eds.), 
People, Society, and Mass Communications (1964). 

The influence of language on perception and reporting by journalists and 
others is a subject of interest to general semantists. See ¢.g., Schwartz, 
General Semantics and the Reporter’s Job, Utley, Can @ Radio Commen- 
tator Talk Sense, Johnson, You Can’t Write Writing, and Macrorie, The 
Process of News Reporting, reprinted in Hayakawa (ed.), The Use and 
Misuse of Language 79, 91, 101, 112 (1962). See also Hayakawa, Language 
in Thought and Action 38-50 (2d ed. 1963) ; Johnson, People in Quandaries 
91-168 (1946) ; Johnson, Your Most Enchanted Listener 59-71 (1956). 
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as we have seen, it is only because of the merger that Mr. Gold- 
enson’s position is not very precarious right now.’ In any case, 
these officials are mortal and they will surely be gone someday 
when this nation will still depend on ABC for a staggering pro- 
portion of its news and information. 

As a safeguard against subversion of the broadcasting serv- 
ice, ITT has provided that ABC will remain autonomous for at 
least three years and that the ABC news and public affairs staff 
will remain independent. I might ask what happens after the 
three years. But suppose assurances had been provided that no 
ITT official could ever intentionally order distortion or alterna- 
tion of programming to serve ITT’s ends. Even such assurances 
would miss the mark. Subtle pressures on ABC officials to serve 
ITT interests cannot be eliminated by the most scrupulous ad- 
herence to formal independence for ABC and its editorial staff. 
ABC personnel will, on their own initiative, consider ITT’s 
interests in making programming decisions. Institutional loyal- 
ties develop. These are often reinforced by the acquisition of 
stock in the employing company—now ITT stock, not ABC. 
And most important, it will be impossible to erase from the 
minds of those who make the broadcasting decisions at ABC 
that their jobs and advancement are dependent on ITT." 

If ITT is like most major corporations, it spends vast sums 
to influence its image and its economic relations—through ad- 
vertising, public relations, and Washington representation.*™ 
I am afraid I must concede that the assurances we have been 
provided—that ITT will be totally oblivious to the image cre- 
ated for it by its own mass media subsidiary, ABC—simply 
strain my credibility beyond the breaking point. Are we to ac- 
cept, on the parties’ own self-serving assurances, that although 
ITT may continue to exert pressure as an advertiser on the 
programming of CBS and NBC, it will exert none as an owner 


™ See Part II, supra. 

3 See, ¢.g., note 118, supra. 

™ITT has five registered lobbyists in Washington. This number, more 
than General Motors, Standard Oil of New Jersey, Ford Motors or the 
Pennsylvania Railroad, places ITT very high on the list of business cor- 
porations. See Deakin, The Lobbyists 122 (1966). “Lobbying is big busines< 
for business in the United States.” Id. at 105. For a description of the rela- 
tionship to broadcasting of one massive propaganda effort by a trade associa- 
tion (National Electric Light Association), see Barnouw, A Tower in Babe! 
268 (1966). 

278-719 —67——62 
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on the programming of ABC? Whether it be the product of 
realism or cynicism I simply must part company with what I 
believe to be the majority’s naive and unreasoning faith in the 
parties’ “express, positive and binding representations as to 
future performance.” *** 

It seems elementary to me that the only real way to find 
adequate safeguards for the public’s interest in programming 
integrity is to give attention to the structure of the industry. 
not to assurances, albeit sincere, of interested parties who may 
be gone tomorrow. Concern with institutional safeguards is 
evidenced throughout our society. The Administrative Pro- 
cedure Act, which governs proceedings before virtually all ad- 
ministrative agencies, including this Commission, is but one 
example. The original determination of a disputed question of 
fact or policy is usually made by a hearing examiner assigned 
to an agency. It is vital that the examiner's decision be an in- 
dependent one, uninfluenced by the members of the agency 
which may have to pass in review upon that decision. Accord- 
ingly, Section 11 of the APA provides: 


“Examiners shall be removable by the agency in 
which they are employed only for good cause estab- 
lished and determined by the Civil Service Commission 
(hereinafter called the Commission) after opportunity 
for hearing upon the record thereof. Examiners shall re- 
ceive compensation prescribed by the Commission in- 
dependently of agency recommendations and in accord- 
ance with the Classification Act of 1923... .” 7% 


In other words both the salary and tenure of hearing exami- 
ners is determined by an entirely different agency from the 
one which will review the decisions of the examiners. This is 
obviously a recognition of the fact that true independence of 


Majority opinion, supra. 

55 U.S.C. $1010 (1964). Prophylactic rules aimed at preventing relation- 
ships which have the potential for conflicting interest are a common statu- 
tory device. For example, the Bank Holding Company Act forbids bank 
holding companies from owning non-banking businesses. 12 U.S.C. § 1843 
(1964). Our own Communications Act is one of many forbidding Commis- 
sioners and employees from holding financial interests in regulated and 
related companies. 47 U.S.C. § 154 (1964). 
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decision-making can only be achieved by institutional inde- 
pendence and cannot rest on “assurances” by or to this or any 
other Commission. The only master which independent agen- 
cies must serve is the statute under which they operate. How 
much more important is this institutional independence in the 
case of business corporations, where loyalty is at best divided 
between public service and the shareholders—with power in 
the latter to remove officers who do not return sufficient profits. 

Rather than providing real safeguards. the majority points 
to unreal ones: “eternal vigilance . . . continuing scrutiny for 
any indication that our reliance upon the assurances and safe- 
guards set out on this record was not warranted.” *** How many 
times must it be pointed out that the kinds of decisions which 
this merger will encourage are not susceptible to scrutiny even 
by the most vigilant agency. And the Federal Communications 
Commission has a well-earned reputation of being less than a 
thoroughly vigilant agency.’** One recent incident involved the 
renewal of station licenses held by General Electric and West- 
inghouse. Officials of the two companies had been convicted of 
criminal violation of the antitrust laws. Section 313 of the Com- 
munications Act, makes the antitrust laws specifically appli- 
cable to broadcast licensees and allows a court to revoke licenses 
even of civil violators." And yet the FCC renewed GE's and 
Westinghouse’s licenses without even holding a hearing.**" 

If the majority could point to any significant action which 
this Commission has taken in the past to assure the integrity 
of the news I might have greater faith in its “continuing scru- 
tiny.” In fact the examples are rare and trivial. There is neither 
monitoring nor preservation of the broadcasting product. Thus 


™ Majority opinion, supra. 

7 See, e.g., Landis, Report on Regulatory Agencies to the President Elect 
538-54 (1960): William K. Jones, Licensing of Major Broadcast Facilities 
by the Federal Communications Comm'n 217-222a (Administrative Confer- 
ence of the United States, Committee on Licenses and Authorizations, 1962) : 
Friendly, The Federal Administrative Agencies 53-73 (1962): Schwartz. 
The Professor and the Commission 148-164 (1959). 

‘47 USC. § 313 (1964). 

” Westinghouse Broadeasting Co.. 22 RR 1023 (1962): General Electric 
Co, FCC 64-641 52755, 
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the raw data does not even exist from which to determine how 
licensees treated subjects which affected their other business 
interests should some future “eternal vigilance” require such 
information. Moreover, too close a scrutiny could be mistaken 
for censorship or intimidation, which our laws and Constitu- 
tion forbid." No, the only practical way to combat untoward 
use of broadcasting facilities by conglomerate corporate owner- 
ship is in providing the proper structure for the industry in the 
first place. When the majority rejects that truth it thereby ef- 
fectively abdicates responsibility for this most “vital element 
of broadcast service.” 


” Even the current and commendable efforts of the Library of Congress. 
National Academy of Television Arts and Sciences, New York Museum of 
Modern Art, and others—designed to serve entirely different purposes—do 
not begin to approach such dimensions. The Federal Trade Commission. 
alone among government agencies, at least has a procedure for watching 
television—even if only the thankless task of monitoring commercials, 

™ U.S. Const. amend. I; 47 U.S.C. § 326 (1964). 

= Majority opinion, supra. Substantial question exists as to whether a 
regulatory body could ever detect the corporate abuses I suggest are pos- 
sible. But the majority has chosen to ignore even the most elemental report- 
ing requirements. ITT counsel Cohn noted during the hearing: “Obviously, 
if you think it [a reporting requirement] is important and the rest of the 
Commissioners think it would be important, it would be part of the opinion 
itself.” Record 581. In light of the hint in Mr. Turner's letter that ITT 
really expects ABC to help it finance future acquisitions such reports would 
seem mandatory if this Commission is even to appear to discharge its 
responsibility. 

Such reports would be intended to verify the faith placed by the majority 
in the financial and other “commitments” of ITT. The reports could include 
evidence of (1) otherwise unavailable new programming and capital invest- 
ment, made possible by ITT’s financial resources, (2) new technology made 
available to ABC, (3) new research by ITT which would not have been done 
without the merger, (4) changes in corporate accounting practices which 
might conceal transfer of corporate funds from ABC to ITT. (5) changes in 
managerial structure or personnel, (6) contribution of ABC earnings to 
ITT’s corporate performance, and (7) evidence of instances in which ABC's 
programming, editorials or corporate positions have been establixhed in ways 
contrary to the overall interests of ITT. It is worthy of note that when ITT 
received Commission approval to purchase Press Wireless, several condi- 
tions were attached to the approval, in part stemming from concern over the 
relationsbip of Press Wireless to the dissemination of foreign news. ITT 
World Communications, Inc., 1 FCC 2d 213, 216, 222 (1965). 


973 


B. THE MERGER DOES NOT BENEFIT ECONOMIC COMPETITION AND 
MAY SERVE AS A SIGNIFICANT DETERRENT 


Our antitrust laws, made explicitly applicable to broadcast- 
ing by the Communications Act, ™ are premised on the notion 
that improved products and services will result from giving full 
sway to the forces of free and open competition. Of course, the 
Commission’s evaluation of the public interest implications of 
a merger must go far beyond conventional antitrust law con- 
cepts. Yet no one can question that the effect on competition in 
broadcasting and networking should be relevant to this Com- 
mission in determining whether to approve a transfer of broad- 
cast properties. 

Obviously it cannot serve the public interest for this Commis- 
sion to approve the merger if the two companies will thereby 
violate the antitrust laws. But our concern is not negative; it is 
not enough that the merger would not violate the antitrust 
laws. The standard is, or should be, affirmative. Will the merger 
promote competition, or otherwise serve the public interest? 
It is not our task to sue to dissolve merged companies that do 
not serve the public interest. That is the responsibility of the 
Department of Justice. Our job is to authorize the merger of 
none but those companies that will promote the public 
interest. 

The proposed merger has been pictured both by the parties 
and by the majority as necessary to enhanced competition 
among the three networks. Little attention has been given to 
the detriment which might be worked by the merger on com- 
petition in the network market—the existing three-network 
market, and possible future markets with more competitors. 

It is my view that the supposed benefits to competition are 
unreal or unfounded hopes, and that inhibition rather than en- 
hancement of competition is likely to result from the merger. 


“’ “All laws of the United States relating to unlawful restraints and wo- 
nopolies and to combinations, contracts, or agreements in restraint of trade 
are hereby declared to be applicable . . . to interstate or foreign radio com- 
munications,” 47 U.S.C. $313 (1964). 
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Indeed. in my opinion, the merger may well violate Section ¢ 
of the Clayton Act.’* 


1. Refinement of Concepts 

Although we blithely talk of “competition,” a certain refine- 
ment of concepts is necessary to any meaningful discussion of 
the impact which this merger may have. Competition might 
be defined as the struggle for business in the marketplace be- 
tween economic units providing reasonably interchangeable 
products or services. As such, this definition tells us little about 
what we are seeking when we foster competition. Economic 
warfare might possibly be waged with physical rather than eco- 
nomic weapons. That clearly would be undesirable. Restrictive 
agreements could be employed. The Sherman Act specifically 
disallows these.** 

When we seek to foster competition what we desire is the 
employment of competitive means which attract the consumer 
from one competitor to another because the consumer prefers 
some aspect of the product or service. Our aim, then, is not 
competition as such, but the improved products and services 
and lower prices which are presumed to result from a competi- 
tive market. 

Obviously not all competitive means can be characterized as 
either “wholesome” or “restrictive and coercive.” Advertising, 
at least at some point, may attract the consumer by neither im- 
proving what he receives nor lowering its price, but it is not yet 
thought to be restrictive, coercive or unfair.’ But for purposes 

“'eNo corporations engaged in commerce shall acquire, directly or in- 
directly, the whole or any part of the stock or other share capital and no 
corporation subject to the jurisdiction of the Federal Trade Commission 
shall acquire the whole or any part of the assets of another corporation en- 
gaged also in commerce, where in any linex of commerce in any section of 
the country. the effect of such acquisition may be substantially to lessen 
competition, or to tend to create a monopoly.” 15 U.S.C. §18 (1964). 

3 -Every contract, combination in the form of trust or otherwixe, or con- 
spiracy, in restraint of trade or commerce among the several States, or with 
foreign nations, is declared to be illegal.” 15 U.S.C, §1 (1964). 

™ But xee Address by Donald F. Turner, Federal Bar Association Briefing 
Conference on Federal Contro) of Advertising and Promotion, June 2. 1966: 
Address by Donald F. Turner, Advertising-Government Relations Confer- 
ence, Feb. 8, 1967. For an analysis of recent network practices with regard 
to advertising ratex, see Blake & Blum, Television Rate Practices: 4 Case 


Study in the Failure of Social Control of Price Discrimination, 74 Yale 
L. J. 1339 (1965). 
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of analyzing the ITT-ABC merger the fairly elementary 
scheme which I have outlined will suffice. 

Competition among broadcasting stations and networks 
presents some rather unique features. For example. the various 
markets in which television stations compete are necessarily 
oligopolistic. Broadcasting signal interference places a physical 
limitation on the number of stations which can be broadeast in 
any given area. As a consequence the market of national net- 
works is likewise oligopolistic. 

Wholesome competition is. of course, most likely to thrive 
where there are a large number of competitors. If there is only 
one unregulated firm in a market—a monopoly—the benefits 
of competition will almost surely never materialize. For a mo- 
nopoly, profit maximization in a given market will probably 
dictate higher prices and lower quality than would result from 
competition." When there is only one firm in the market. 
naturally it will decide to maximize profits. That. simply 
stated, is why monopoly does not provide the benefits which 
competition does. 

Oligopoly can, theoretically, provide the benefits of compe- 
tition—but it is not likely to. When a few firms dominate a 
market it is relatively easy for one firm to predict the behavior 
of the others. Implicit understandings are facilitated and 
decisions can be made which more easily approximate those 
reached by a monopolist. Such decisions are what all firms strive 
for, because they truly maximize profits. It is only when the 
behavior of competitors is unpredictable that a firm must en- 
gage in true price and quality competition. 

The television network market is confusing because we 
usually think of the viewer as the consumer and the program 
as the product. That is certainly the perspective of the regu- 
lator whose duty it is to see that the interest of the public—ie., 
the viewer—is served. But in an economic sense this is at best 
a shadow analysis. Whether or not, as McLuhan tells us. the 
medium is the message,’™ the true consumer is the advertiser, 
and the true product the viewer. The advertiser pays for the 


* Bach, Economics 458-60 (1960). 
™ McLuhan, Understanding Media : The Extensions of Man 7 (1965). And, 
most recently, The Medium is the Massage [sic] (1967). 


976 


viewers which the network can deliver. The program is but the 
vehicle for delivering viewers—potential purchasers of the 
advertiser’s wares. 

2. The Merger Will Not Enhance Competition 

The real and shadow markets were hopelessly confused by 
the parties during the hearing and continue to be confused by 
the majority in its opinion. Suppose wholesome competition 
were to be enhanced by the merger. Presumably either lower 
prices or an improved product for the advertisers would result. 

There is some price competition in the television network 
market at the present time. The prime competitor in this re- 
spect is ABC. There is evidence that ABC charges advertisers 
a 29 percent lower Class A hourly rate than do the other two 
networks.”” The reason ABC charges less, of course, is that 
its programs reach fewer homes.” But advertisers currently 
have a choice between reaching fewer homes at a lower price 
or more homes at a higher price. If ABC were able to reach 
more viewers as a result of the majority's approval of this 
merger, the prospects are that its behavior would more nearly 
approximate that of the other two networks. Because the mar- 
ket is almost as extreme an oligopoly as one can imagine, it is 
highly unlikely that the price to the advertisers will decline 
after the merger. It is rather more likely that what little price 
competition as does presently exist will disappear. 

The other possible benefit from enhanced competition is an 
improved product for the consumer, that is, the advertiser. An 
improved product in this case is limited almost entirely to more 
viewers."? Advertisers now have the larger audiences available 
to them on the other networks. The merger thus could not 
provide them with something not now available in the market. 
But prime time television is a scarce commodity, so presumably 


1 ABC—Past, Present and Proposed at 17, filed by the parties on March 31, 
1966, as Exhibit No. 1-3. Attachment H. 

“ See Part IV, B., infra. 

™ Conceivably the product might be improved by delivering more attentive 
viewers, viewers with greater disposable incomes, or viewers of higher socio- 
educational level. But because most television advertisers seek a mass audi- 
ence of potential purchasers for family, low-priced, repeat-purchase, uni- 
versally consumed, packaged consumer products the total audience delivered 
by the network is almost surely the best measure of the “product.” 
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there would be a demand for the Jarger number of viewers en- 
hanced “competition” supposedly would bring. Still. because 
the market is oligopolistic it is not likely that there would be 
any real gain to advertisers. If ABC were able to deliver more 
viewers, it would probably do so at a higher price with no 
salutary price cut resulting from the so-called “competition.” 

What will result from the merger? What was really meant 
at the hearing by the talk of enhanced “competition”? In this 
case “competition.” roughly translated, simply means higher 
profits for ABC. But “where economies resulting from a merger 
create a degree of market power which seems likely to result 
in the economies being translated into higher profits rather 
than lower prices, they cannot be viewed as benefiting competi- 
tion.” ** Thus, even if one accepts the apparent view of the 
majority that the “public interest” in broadcasting is advanced 
by better service to advertisers, it is not at all clear that adver- 
tisers will be better served. 

The shadow market—supplying programs to viewers—was 
repeatedly confused with the genuine “market”’ in which com- 
petition can be discussed in meaningful terms. The usual eco- 
nomic analysis does not apply to this shadow market, because 
the marginal cost to the viewer of any given show is virtually 
zero. The viewer expresses only a “yes” or “no” rather than 
a quantitative measure of his desire for the product. And a 
“yes” costs no money. This distortion of the viewing market 
probably lies at the heart of the problem of program quality. 
Those viewers who might be willing to pay for quality pro- 
gramming have no more voice in the marketplace than the 
viewers who are relatively indifferent to quality. 

In examining this market, there are at least two ways of de- 
fining the public interest. One might strive simply to please the 
most people, with no concern either for aesthetic quality or for 
the intensity of viewer’s feelings. The market is suited to this 
determination, and we might strive only to make the market 
attain that goal more completely. Alternatively, we could strive 
for a goal of “better” programming, if we could define a decent 
standard by which to measure program quality. The majority 


** Address by Robert A. Hammond, National Industrial Conference Board. 
Conference on Antitrust in an Expanding Economy. March 4, 1965, 
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does not differentiate between these two goals. The merger, I 
am afraid. is in fact irrelevant to the attainment of either goal. 

If ABC were truly unable to obtain the type of programming 
which most people enjoy. we might conclude that the merger 
would aid ABC in finding such programs and hence serve the 
first of our possible goals. But the record is clear that ABC 
suffers no handicap whatsoever in this respect. ABC officials 
testified that ABC pays as much for programming of all kinds 
as do the other networks.’** There is no substantial evidence 
that the type of programs which ABC schedules are appreciably 
different from those of the other networks, And finally, in those 
markets where ABC has equal facilities, its programming is just 
as popular as that of the other networks.*** 

There is some indication that what was intended by “making 
ABC more competitive” was “improving” its programming in 
some undefined way. Again, however, there is simply no evi- 
dence, and no reason to believe, that a merger could accomplish 
this. 

ABC already has a reputation as the innovator among the 
three networks. ABC’s President Goldenson provided one man’s 
explanation of the reasons why at the hearing: 


“We have tried to take more chances in order to do 
better than they [CBS and NBC] do. I think we prob- 
ably have to take more chances, and I think we always 
have. I think in the industry we have been known as the 
experimenter in trying new things. We have had to try 
new things in order to get higher ratings in the 80 mar- 
kets where we do compete, and I think we have tried 
harder. . . . That doesn’t mean CBS and NBC don’t 
try. They are trying all of the time, but I think we have 
to do even more.” *** 


Indeed Goldenson cited ABC’s current Stage 67 as an example 

of such innovation, and described it as “one of the most am- 

bitious projects ever undertaken by any network. . . .” ™** 
This is the only evidence indicating any ways in which ABC’s 


Record 266, 

™ Record 206. See Part IV. A., infra. 
Record 253-4. 

™ Record 99. 
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programming differs significantly from that of the other net- 
works. Insofar as it is true it defeats the argument of the 
parties. It is very difficult to predict the consequences of alter- 
native industry structuring. But it is a reasonably good guess 
that if ABC were to become structurally more like the other two 
networks, its programming behavior would even more nearly ap- 
proximate theirs—if the claimed differences do exist today. It 
therefore follows from the only record evidence before us that 
the “benefits” seen to flow from the merger by the parties and 
majority (a “stronger” ABC) will tend to reduce the quantity 
of innovation and quality programming otherwise available to 
the public. 

Thus, whether one’s goal be more programming popular with 
the public, or a higher quality of programming, there is not 
the least reason to believe that the proposed merger will bring 
about that result. 

3. The Merger May Seriously Impair Competition 

A much more significant question. and one to which the 
majority pays almost no attention, is the potential effect of 
the merger on future entry into the network business. Dr. Saul- 
nier, the economist who testified at the hearing on behalf of 
ITT. said: 


“{ think competition is enhanced here where you have 
a movement toward a parity among the parties. Parity 
among parties competing in the market may mean parity 
among a relatively large number of small units or it may 
mean parity of size among a smaller number of larger 
units.” 7 


Dr. Saulnier’s argument is echoed in the opinion of the 
majority: 


“We should seek in our regulatory activities to provide 
the conditions and permit the business activities that 
will afford free and effective competition which, while it 
does not require absolute equality among competitors, 
cannot be achieved by smaller or weaker competitors 
unless in critical respects their competitive strength is 


© Record 337. 
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sufficiently comparable to that of the stronger industry 
members.” ?** 


These arguments are advanced as reasons for helping ABC 
reach competitive parity with the other two networks. As we 
have just seen, the reasoning is inappropriate to an analysis of 
the network market. ABC’s competitive strength is fully com- 
parable to that of the other networks in all respects except af- 
filiates—and the merger will have virtually no effect on the 
number or strength of ABC’s affiliates. 

Rather than enhancing “competition” among the present 
three networks, the merger will have a serious deterrent effect 
on possible new entrants into the network market. If the er- 
roneous arguments of Dr. Saulnier and the majority be ac- 
cepted, deterrence to new entry is a foregone conclusion. ABC 
is now almost, though not quite, as large a broadcaster as NBC 
and CBS, no matter what criteria of measurement are em- 
ployed, But any new network or program syndicator would be 
dwarfed by ABC as it now exists. If ABC’s broadcasting lever- 
age were to become greater yet, the disparity with that of any 
newcomer would also be greater, and in that measure the 
“narity,” which Dr. Saulnier praised, would be lost. 

The irony of the situation is that the reasoning of Dr. Saul- 
nier and the majority, though starkly inadequate to sustain the 
illusory benefits which they see, does rather nicely explain the 
probable effect of the merger in deterring competition. It is 
relevant to recall that once upon a time there was a fourth tele- 
vision network, the Dumont Network. We do not know for cer- 
tain the reasons for Dumont’s demise. We can, however. pin- 
point the year: 1953—shortly after the last time this Commis- 
sion split over the “benefits” to competition from a television 
network’s merger in approving the merger of Paramount with 
ABC.” 

Lately there have been indications of interest from potential 
competitors in the network markets. Advertisers have. in effect, 
syndicated their own programs, thus assuming some of the func- 


“* Majority opinion, supra. 
Paramount Television Prods., Inc. 17 FCC 264 (1953). 
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tions of a network.’ A fourth national network plans to begin 
operation on a relatively modest scale.*** And educational tele- 
vision, coming out of its infancy, seems to be manifesting signs 
of a spurt in growth that may soon present America with an 
educational network in fact as well as name.*** 

The proposed commercial networks must find sponsors. ITT 
at present does little advertising in the United States. but it 
is increasing its advertising budgets.’** and does have a wide 
range of consumer products which it markets in foreign coun- 
tries.’** It is quite possible that ITT may wish to market con- 
sumer products in the United States in the near future.” With 
such a marketing campaign would come increased advertising: 
it would be very difficult for new networks to command this ad- 
vertising if ITT were affiliated with ABC.2*° 

A still more serious problem for new networks in their quest 
for sponsors will be the possibility of ABC’s attracting adver- 
tisers through reciprocal dealing by ITT’s other divisions. That 


ee Broadcasting, Oct. 17, 1966, p. 36. 

*t The Overmyer Network. named after its creator, Daniel H. Overmyer, is 
expected to broadcast eight hours a day and hopes to have one hundred 
affiliates by the time it begins operation in September of 1967, Wall St. Jour- 
nal, July 13. 1966, p. 4. col. 2. 

“8 See, e.g., Carnegie Comm'n on Educ. Television, Public Television, A Pro- 
gram for Action (1967): Legal Brief and Comments of Ford Foundatien. 
Establishment of domestic non-common carrier commnunicationssatellite fa- 
cilities by non-governmental entities, Docket No. 16495, FCC, March 2, 1966: 
President's Message on Health and Education 113 Cong. Rec. $2677, S2679 
(daily ed. Feb. 2, 1967). 

*8In 1965 ITT spent $523,135 on United States television advertising. It 
estimated 1966 expenditures for this item at $1,671.881. Exhibit 3, submitted 
by ITT on Sept. 7, 1966. 

* For example, ITT makes radios, television sets, phonographs, sir condi- 
tioners, refrigerators and freezers. See Exhibit 1. submitted by ITT on Sept. 
7. 1966. 

6 The President of ITT admitted in the hearing to a concern that the aver- 
age American had not heard of ITT and a hope that the affiliation with ABC 
would help bring popular recognition to ITT. Record 542. This is perhaps 
some indication that ITT has plans to expand its consumer market in the 
United States, for popular recognition in America is hardly necessary for 
sale of electrical equipment abroad. 

™ None of RCA‘s television advertising currently appears on any network 
other than RCA-owned NBC, Sponsor, Sept. 19, 1966, p. 22. This may be an 
indication of the amount of ITT advertising that could be expected to appear 
on others’ networks. 
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is, potential suppliers of ITT’s divisions might consider adver- 
tising placed with ABC an especially good means to “get the 
message” to ITT. We do not have the information from which 
to calculate the potential for reciprocal dealing by ITT. But 
one of ITT’s subsidiaries alone, Avis Rent-A-Car, could have a 
serious impact on advertising available to a fourth network if 
ITT wished to engage in reciprocity. Besides being a large pur- 
chaser of automobiles, Avis is probably a very attractive pur- 
chaser from the manufacturers’ standpoint because of the 
extensive free exposure it gives to automobiles. In the third 
quarter for 1966, the Ford Motor Company Dealers were the 
18th largest television advertiser, General Motors Dealers were 
the 28th, Chrysler Dealers were 51st, the Ford Motor Com- 
pany was the 67th, General Motors was the 76th and American 
Motors Dealers were the 84th.?* Should Avis by reciprocal deal- 
ing be able to foreclose a fourth network from dealing with one 
or more of these, the impact on that fourth network would be 
very serious. Since the largest rent-a-car service, Hertz. has re- 
cently merged with RCA, the owner of another network. the 
effect on new networks’ automobile advertising is potentially 
disastrous. 

It is true that, to quote from the majority’s opinion, “there 
is an unqualified representation that neither company en- 
gages in... [reciprocity] and that the policy of ITT is against 
any such practice.”*** Are these assurances adequate? Here is 
what a Federal District Court said recently: “it might be ques- 
tioned whether it is realistic to expect a corporation possessing 
a competitive advantage not to attempt to reap the potential 
benefits, . .. The question of whether reciprocity will be used 
seems self-answering.”**® In any case, analysis of the impact of 
a merger must deal with possibilities rather than accomplished 
facts. If enforcement of the antitrust laws awaited the admis- 
sion of businessmen that they were not going to comply, the 
laws would have been a dead letter long ago. 


“ Broadcasting, Dec. 12, 1966, pp. 38, 40. 

* Majority opinion, supra. 

” United States v. General Dynamics Corp., 258 F. Supp. 36 (S.D.N.Y. 
1966). 
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One of the hopes for future entrants into the network mar- 
ket is the potential decreased cost of transmission brought 
about by advances in technology. Real possibilities in this area 
are presented by recent developments in satellites and by cur- 
rent experiments in laser transmission. Improved low-cost 
UHF technology may ease the path for new entrants. ITT is 
one of the leading electronics firms in the world. It is the sec- 
ond largest stockholder in Comsat, and one of the leading firms 
in satellite ground station technology. It has done a consider- 
able amount of work in UHF technology. One of the other 
leading firms in this area, RCA, also owns a network and ABC’s 
President noted that RCA would not be likely to help ABC 
with its technical problems.’ While separate from ABC, there 
is a clear incentive for ITT to find ways of decreasing costs of 
television technology for sale to all networks. If ITT is merged 
with ABC the economic incentives become more ambivalent. 
ABC wishes to lower its costs, but if costs become so low that 
entry into networking is encouraged ABC’s position as the 
third network is endangered. Owning the ABC network and 
stations, it is unlikely ITT will develop new technology which 
threatens the present systems of networking and broadcast 
transmission. 

A similar problem is imposed by the merging of one of the 
four international common carriers with a network using the 
carriers’ services. This Commission must pass on the tariffs 
which the carriers submit. One carrier. RCA, is now combined 
with a network, NBC, and the record indicates that NBC ob- 
jects less often to RCA tariffs than do the other networks.” 
Once ITT and ABC merge, ABC’s incentive to press for lower 
carrier charges likewise will be eliminated or diminished— 
especially if the smaller charges would lower barriers to entry 
to the network market. On other issues, such as whether Com- 
sat should sell service directly to the networks or should serve 
only as a “carriers’ carrier,” the interests of a separate ITT and 
ABC might very well diverge, and again the interests of a 
fledgling fourth network would be the real loser from ABC's 


™ Record 277. 
™ Record 182-84. 


merger into silent acquiescence. Again no harm, and perhaps a 
great deal of good. can come by keeping ABC and ITT, separate. 

Furthermore, the merger removes ITT as a potential com- 
petitor for the three existing networks. ITT, were it not per- 
mitted to enter the broadcasting industry by merging a pres- 
ently viable network out of its independent existence, is an 
economic power that might very well have created a new force 
in American broadcasting. Now that possibility is forever lost. 
The record is clear that ITT talked to owners of individual sta- 
tions about the possibility of buying broadcast properties, and 
talked with another network than ABC. It firmed up the 
agreement with ABC.“ While this is not strong evidence that 
ITT might have gone into networking on its own, at the very 
least it suggests the desirability of obtaining more information 
on ITT’s plans in this regard.“ 

Especially significant is ITT’s manifested interest in cable 
television (CATV) systems. The company has invested ap- 
proximately $7,060.000 in CATV, 3.5 percent of the total capi- 
tal presently invested in the CATV industry." That ITT had 
ambitious plans in the CATV area which it did not reveal to 
this Commission is made plain by Mr. Turner's letter of De- 
cember 20. 1966. He says of ITT, 


“Commencing in 1965 it [ITT] invested almost $7 
million in construction and ownership of CATV sys- 


 ITT’s President testified, 

“We did hold some conversations from time to time in a general way, 
with people who purported to think we should get into stations, and that sort 
of thing, but we never got anywhere with that.” 

Record 592. Compare with this the assessment of the Assistant Attorney 
General (Antitrust). who had access to ITT internal documents which this 
Commission did not examine : 

“Our investigation indicates that ITT, which characterizes itself as one 
of the world’s leading suppliers of electronics and telecommunications prod- 
ucts and services. has been seriously interested in entering the domestic 
broadcasting business. It considered the possibility of acquiring one or an- 
other of the national networks, various television station groups, and indi- 
vidual stations, ITT’s entry into broadcasting by station ownership, an 
alternative to the ABC acquisition, would have given it a base for subsequent 
independent entry into the network business,” 

Letter from Donald F. Turner to Chairman Rosel H. Hyde, Dec. 20, 1966. 

*® Record 549. 

™ See note 162, supra. 

*= Record 121. 
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tems. Among the possibilities contemplated were expan- 
sion of this investment, pay-TV operations, and creation 
of a network linking whole areas of local CATV’s 
franchises. ITT’s interest in these possibilities and ef- 
forts in this field apparently ceased after it agreed on 
merger with ABC—a sequence which indicates a pos- 
sible cause-and-effect relationship.” *” 


The contention in the majority’s opinion that this information 
with regard to ITT’s interest in CATV along with other rev- 
elations “are and have been known to the Commission and 
have been the subject of careful consideration” * is simply 
false. The only evidence of record available to this Commis- 
sion regarding ITT’s interest in CATV is the dollar figure of 
the current investment.’® And this figure was presented to 
show how minimal was ITT’s investment—Mr. Geneen spoke 
of “some very small CATV experimental operations.” '*” Noth- 
ing was said about the then-abandoned contemplation of in- 
creased investment and a possible grid to link local systems 
into regional or national networks. The potential for CATV as 
both a transmitter and originator of network-type programs is 
very great. The exact extent depends largely on action which 
Congress and this Commission will take in the next year or so. 
It is clear, however, that this merger has reduced the incentive 
to ITT to provide CATV service which will compete with the 
major networks. 

The cumulative effect of all these deterrents to further com- 
petition in television networking is very substantial. Whether 
or not it rises to the level of a violation of Section 7 of the 
Clayton Act should not be determinative when the “public in- 
terest” is evaluated in this forum. The very least that can be 
said is that such deterrents to competition do rather effectively 
refute the majority’s conclusion that the merger will “serve 
competition.” 

The majority appears to have been concerned less with in- 
creasing competition in networking than in finding a rationale 


1 Yetter from Donald F. Turner to Chairman Rosel H. Hyde, Dec. 20. 1966. 
1 Majority opinion, supra. 
* Record 121-22. 
1” Record 516. 
278-719 —67 63 
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for justifying the merger. This is made quite clear by a glaring 
inconsistency in the majority opinion. In explaining why the 
revelations of the Antitrust Division can be ignored, language 
is cited holding that “encouragement of competition as such 
has not been considered the single or controlling reliance for 
safeguarding the public interest.”**° But in justifying the 
merger, the majority professes its conviction that “the merger 
proposed here would enhance, rather than lessen, competi- 
tion . . .”*** The majority can have it one way or another 
but not both. If stifling of competition can be ignored, enhance- 
ment of competition cannot at the same time be the merger’s 
justification. 


IV. ITT anp ABC Fartep To Demonstrate THat THERE ARE 
Any Reasons To RECOMMEND THE MERGER 


There is total agreement that ABC is the weakest of the three 
major networks. It makes the least money and attracts the 
smallest audience. There is also little doubt that ITT has finan- 
cial resources to devote to ABC if ABC should at some time 
need extra capital, and if ITT should choose to oblige. 

There is, however, serious doubt (1) as to whether the public 
is in any way disadvantaged by the current financial condition 
of ABC, (2) as to whether ABC cannot obtain any capital it 
may need without merging with ITT, and (3) as to whether 
ITT will, in fact, make any additional capital available to ABC. 
On these, as on most other issues, the majority opinion is 
singularly unconvincing. 


A. ABC’S COMPETITIVE DISADVANTAGE ARISES ALMOST SOLELY FROM 
ITS LACK OF EQUAL ACCESS TO AFFILIATES—A MATTER BEYOND 
ITT’S POWER TO AFFECT 


The television network market clearly has the greatest social 
impact of any market within broadcasting. For that reason I 
will use it as the principal example for purposes of analysis. 


*” Federal Communications Comm'n v. RCA Communications, 346 U.S. 86, 
93 (1953). Majority opinion, supra. 
2 Majority opinion, supra. 
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The part of the electromagnetic spectrum available for very 
high frequency (VHF) television broadcasting is severely lim- 
ited. If sufficiently separated physically, so that interference 
is no problem, more than one station can, of course, broadcast 
on any given channel. But the demand for VHF stations, at 
least in the larger markets, is much greater than the supply. As 
@ consequence, although some markets have three, or even 
six, VHF channels, many markets have two and sometimes only 
one. In two-station markets the stations usually affiliate with 
NBC and CBS for reasons which are mainly historical and 
psychological. These two networks were in existence first, pre- 
sent popular programming, make greater profits than ABC, and 
seldom do significantly less well than ABC in the national 
ratings. For similar reasons, in the three- or four-station mar- 
kets, NBC and CBS usually attract the affiliates with superior 
facilities. All parties, in effect, agree that the traditional affilia- 
tions of VHF stations will not be altered significantly by the 
proposed merger.** 

ABC’s competitive disadvantage, at least for the past six 
years, has been directly related to its lack of equal access to 
affiliates and has had nothing to do with inferior programming, 
lack of color programs, or anything else which the expenditure 
of greater funds could cure.’ In recent years ABC has done 
remarkably well by all available standards for measuring audi- 
ence popularity. It is true that the standard ratings systems 
usually have shown ABC last for the past six years.’ But be- 
cause ABC, by reason of its disadvantage in primary affiliates, 
beams a picture to fewer television sets than the other net- 
works, ABC ratings equal to, or slightly less than, those of the 
other networks mean that ABC actually reaches a greater per- 
centage of its potential audience than the other networks. 

Verification of the fact that ABC is actually as popular as the 
other networks is easily available but has been ignored by the 


2 Gee discussion, infra. 

18 The impact of lack of equal access to affiliates is discussed infra. That 
ABC’s programming is in no sense inferior to that of CBS and NBS is docu- 
mented supra. And, there is uncontradicted testimony that both ABC and 
CBS “have prior orders in for [color equipment] ... As fast as they will 
deliver it, we will convert.” Record 212. 

% See, e.g., Broadcasting, Jan. 30, 1967, p. 60. 
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majority. Nielsen Competitive Market Ratings provide ratings 
for 80 markets in which ABC’s affiliates are technically equal 
to those of the other two major networks. In these markets, the 
only ones where ABC has a fair chance to compete, ABC was 
last in only five months out of nineteen selected since Novem- 
ber 1960. ABC ranked first in seven of the nineteen months and 
the average of its monthly rank was as high as CBS and higher 
than NBC. This competitive margin has not been great 
enough to attract affiliates away from NBC, but its very exist- 
ence exposes as foolish the notion that ABC’s overall competi- 
tive disadvantage is attributable to anything other than a lack 
of affiliates with competitive facilities. 

Testimony of ABC officials that ABC pays as much as the 
other networks for programs of all sorts, including news and 
public affairs, merely confirms that ABC’s need is for affiliates, 
not for more expensive programs with which to supply them.’ 

There is little or nothing that an ITT could contribute to 
improving ABC’s affiliate position. About the strongest state- 
ment in the hearing record as to the relationship of the merger 
to the number and quality of ABC’s affiliates is Goldenson’s: 


“If the affiliates know that through a long-range basis 
you are going to be consistent in your planning, so that 
you are going to build solidly over a period of five years, 
the affiliates will have one outlook as compared with an 
organization that might be volatile based on ratings at 
nighttime, and therefore they will be certainly more in- 
dependent in associating with ABC than they otherwise 
would.” 277 


*® See Nielsen Competitive Market Ratings for Nov. 1960, Feb., April, 
Nov., 1961, Feb., April, Nov., 1962, Feb., April, Nov., 1963, Feb., April, Nov., 
1964, submitted by ABC to the Federal Communications Commission, as 
Exhibit A accompanying Letter from Mortimer Weinbach to Chairman E. 
William Henry, May 12, 1964. See also Nielsen Competitive Market Ratings 
for Nov., 1964, Feb., April, Nov., 1965, Feb., April, Sept., 1966. See also 
testimony of counsel for ABC. Record 206. 

** Record 266, With regard to news shows, the President of ABC said, 
“Today I think competitively we have as good a news team as CBS an@ 
NBC; it will take a little longer to establish them because of the habit fac- 
tor, but eventually they will be competitive.” Record 236. 

” Record 226. 
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“More independence” of affiliates scarcely suggests significant 
change. Goldenson himself acknowledged that even when CBS 
and NBC have occasionally outdistanced one another it did 
not “lead to any substantial shifting of affiliation,” and in a 
candid moment admitted that CBS and NBC “have built these 
loyalties that I don’t think we can shake to any great extent.’ 

In fact, all parties had grave doubts that this merger could 
help ABC improve in affiliates. The most that ITT President 
Geneen could be brought to say was that, “perhaps you will 
gain affiliates.” And even that vague hope was quickly shat- 
tered with the concession that, “I don’t know how we will get 
all of our viewer coverage and this is something that we are 
going to have to work on. . . .”**° When Commissioner Cox 
noted that the basis of ABC’s competitive problem “is one of 
access to equal and competitive facilities,” Mr. Geneen re- 
peated, “That is correct, Commissioner, and I would add only 
one thing: There isn’t any short-time answer to the solution to 
that.” ' The exchange continued: 


“Commissioner Cox: In other words, that means I 
take it, that even if your assurance of added support . . . 
is achieved short-range, you don’t expect that, in and 
of itself, to make ABC a fully competitive third net- 
work? 
“Mr. Geneen: No.” *** 
Commissioner Lee picked up the matter of ABC’s competitive 
position in all-VHF markets when questioning ABC counsel 
McKenna: 
“Commissioner Lee: One of the problems that ABC 
. .. has is the 17 markets in the top 100 [markets] 
where you have two VHF facilities. . . . How is this 
merger going to cure that? 
“Mr. McKenna: I don’t know that the merger is going 
to cure that.” *** 


*™ Record 273. 
” Record 510. 
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Nor, of course, will the merger affect in any way the power or 
coverage of the present ABC affiliates. 

The record evidence that ABC can acquire more affiliates as 
a result of the merger is at best weak, and I think nonexistent. 
It is very unlikely that the merger could solve ABC’s problem 
in a two-VHF station market. It will not increase the market 
reached by the present affiliates of ABC. What will improve 
ABC's affiliate position—short of major surgery by the Com- 
mission or Congress? Commissioner Cox and Mr. McKenna 
explored the issue. 


“Commissioner Cox: . . . Isn’t the long-range devel- 
opment of UHF stations, whether they are to be affili- 
ated with ABC or the other networks, . . . going to 
depend upon the impact of the All-Channel law, which 
will bring eventually a system in which all sets are capa- 
ble of receiving those signals? 

“Mr. McKenna: I think that is probably the major 
factor, Commissioner Cox.” *** 


In short, ABC’s most realistic hope for additional affiliates is 
additional United States television stations. As the VHF fre- 
quencies are full, additional stations will have to be in the UHF 
band. UHF stations will develop only as there are receivers 
available to pick up their signal. Since the passage of the All- 
Channel Receivers Act *° and the FCC’s implementation, all 
television set manufacturers are required to include a UHF re- 
ceiving capability in their sets. As old VHF-only sets are re- 
placed, more and more American homes are being equipped 
with sets capable of receiving UHF stations. The switch to 
color has accelerated this replacement, as all new color sets are 


™ Record 200. 

“8 n 1962 Congress amended the Communications Act to give the Com- 
mission “authority to require that apparatus designed to receive television 
pictures broadcast simultaneously with sound be capable of adequately 
receiving all frequencies allocated by the Commission to television broad- 
casting... .” 47 U.S.C. § 303(s) (1964). The Commission utilized this 
authority to require such reception capability in new television sets. 47 
C. F. R. § 15.65 (1966). All-channel sets are capable of receiving that part 
of the UHF spectrum allocated to television (the “UHF stations”), and 
thereby increase channel capacity five or six times. It has been estimated 
that will take eight to ten years for enough set replacement to occur 
to make UHF receiving capability virtually universal. 
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also UHF sets. As UHF sets spread across the country, more 
economically viable UHF stations will come into operation in 
markets that are now one, two or three VHF station markets. 
Such new UHF stations are potential affiliates for ABC—or 
other new networks—and potential competition for CBS and 
NBC. Obviously, (1) the merger can do nothing to affect this 
trend, and (2) because of it ABC stands to reap increasing 
competitive advantage in the years to come without the 
merger. 

Whether or not the Commission or Congress should concern 
itself with helping ABC—and other latecomers to the network 
business—achieve affiliate equality with CBS and NBC is 
really a separate, if meritorious, issue. All that is before us now 
is whether the record of this hearing can sustain a finding that 
ITT has within its power the ability to make ABC’s affiliates 
equal to those of CBS and NBC if it desired to do so. Commis- 
sioner Cox rather neatly summarized the record on this point in 
an exchange with Mr. Goldenson: “I don’t see how getting 
money from ITT is going to solve that.” **° Neither do I. 

Of course. it is in no sense clear that the public interest re- 
quires, or would be served by, precise equality of affiliate out- 
lets for each network. There is at least some evidence in this 
record to the contrary, because ABC as it presently exists 
claims to be more innovative than the other networks.’** The 
Commission majority, however, has concluded that the merger 
is warranted because the public interest requires a “competi- 
tively” stronger ABC—even though all concede that ABC can 
be meaningfully strengthened only by giving it more equal 
affiliates.** If the public interest does require greater equality 
of affiliates between the networks, there are far better ways to 
achieve that goal than by encouraging this merger, with its 
attendant detrimental impact on the public interest. 

Tf the Commission is truly and responsibly concerned with 
making ABC stronger financially, it has it within its power to 


™ Record 252. 

™ See text at note 145, supra. 

™ The President of ABC said “My statement to the Commission . . . is 
now, if you give us equal facilities in the market place, we will deliver you 
a competitive network.” Record 229. 
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do just that. Why not get to the heart of the problem? The Com- 
mission has even considered some responsive remedies in the 
past. 

We could reconsider the proposal that the amount of pro- 
gramming a station can take from a given network be limited.**” 
This would not make the “affiliates” equal, but would achieve 
the same effect by giving each network equal opportunity for 
exposure over the same outlets. The suggestion was made 13 
years ago by Commissioner Hennock when ABC was merging 
with Paramount in order to achieve “competitive equality.” *” 
It is no less possible today. 

The Commission could consider the suggestions regarding 
FCC regulation of network affiliation practices.’*? These recom- 
mendations would not solve ABC’s problem, but would at least 
give the FCC more information with which to work toward 
a solution. 

The whole frustrating history of “de-intermixture” and 
“drop-ins” and the original promotion of UHF could be re- 
viewed. There were at least veiled references to these earlier 
proceedings, and their impact on ABC, during the hearing.*** 
The Commission had the opportunity to establish more three- 
station markets, and to establish more all-VHF markets. Such 
a course would have substantially eliminated the problem the 
majority today believes will be resolved by yet another ABC 
merger. It is not too late to reconsider this form of remedy if 
the Commission honestly believes the problem is sufficiently 
serious to warrant meaningful solution. 

Finally, and perhaps most effective, the Commission could 
simply promulgate rules designed to create equality of affiliates. 
We could limit the number of affiliates available to any one net- 
work, or the number of viewers in all its affiliates’ markets. We 
could limit the number of VHF affiliates. We could take affirma- 
tive action to reallocate affiliates from one network to another, 


See Notice of Proposed Rule Making, Docket No. 9807. FCC, Oct. 5, 
1950. 

™ Paramount Television Prods. Inc. 17 FCC 264, 378-79 (1953). 

™ Network Study Staff to the FCC Network Study Committee, Report on 
Network Broadcasting 207-78, 638-41, 657-58 (1957) [reprinted as H.R. 
Rep. No, 1297, 85th Cong. 2d Sess. (1957) ]. 

™ See, e.g., Record 279. 
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to strike a more equal balance of VHF-UHF competition in all 
markets. These solutions would have the added advantage of 
serving as precedent and incentive for the fourth, and someday 
fifth networks. They could be modified as conditions warranted. 

In short, even if the majority were correct in holding that the 
public interest requires a more competitive ABC, and even if 
the merger would enable ABC to improve its affiliate position, 
the Commission has within its power solutions for the ABC 
affiliate problem that are (a) dramatically more effective, and 
(b) far less harmful to the public interest than this proposed 
merger with ITT. 


B. ABC IS FULLY CAPABLE OF FINANCING ALL ITS CAPITAL NEEDS 
WITHOUT A MERGER 


Much was made throughout the hearing of the unsupported 
generalization that the merger would somehow enable ABC to 
undertake plans for expansion. ABC does have very ambitious 
plans for building new studio complexes, for converting to color 
transmission, and for innovative programming, But there is no 
substantial evidence that any of these plans are dependent 
upon the merger. There is no doubt that ITT is financially 
stronger than ABC. It is also stronger than CBS, the leading 
network by most standard measurements. But ITT’s financial 
strength, which the majority is able to detail, is quite irrelevant. 
For there is no showing that ABC is not already financially 
strong enough to fulfill all future plans. 

ABC has had plans for all-color news and an expanded half- 
hour evening news show by January 1967, a late-night all-color 
Joey Bishop show, daytime color programming, and a series on 
the African continent in April 1967, with shows on other con- 
tinents to follow.’* 

Color conversion has been a major undertaking for some 
time. Mr. Goldenson “told [the ABC] . . . Board about nine 
months ago or a year ago... [that ABC] would have to 
spend between $10 million and $15 million to convert to 
color:..3. 6.07 2% 


Record 212, 225. 
™ Record 212, 
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But color conversion is not the only investment ABC has 
long contemplated. ABC President Goldenson testified the net- 
work had already expanded its news budget from $314 million 
to $26 million annually, planned on $30 million in 1967, and $40 
million in 1968. Sports coverage, which had already reached 
$20 million for 1966, was budgeted for $24 million in 1967, and 
$38 million in 1968. The costs of entertainment shows are now 
running about $140 million annually, and ABC is anticipating 
an increase of about 10 percent annually.””* 

Now why is ABC making such expansionist plans? Is it to 
stay competitive, or to better serve the public interest? Par- 
tially, one would hope. But it is also, as we might suspect, good 
business. And that is what these exchanges between Commis- 
sioner Cox and Mr. Goldenson would seem to indicate regard- 
ing entertainment, sports, news, color conversion and new 
studios. 


“Mr. Goldenson: . . . there is an increase each year 
also in programming of about 10 percent. This has been 
brought about increasingly so, because of color in enter- 
tainment. . . . I am assuming that conditions will con- 
tinue to improve and, therefore, we can realize it 
back.” 196 

“Mr. Goldenson: In connection with the sports side, 
I think that we, through sponsorship, will be able to 
realize that money back.” ?” 

“Commissioner Cox: Do you anticipate that this ex- 
panded and improved news and public affairs program 
service, while it will probably still continue to be a net 
loss operation, will recover for you a higher percentage 
of those costs than you are now getting? 

“Mr. Goldenson: In time we think that will be true; 
yes. 

Commissioner Cox: In other words, you think while 
it will also serve the public, this is a step in the best inter- 
est of ABC and its stockholders? 

Mr. Goldenson: Yes, as well as the public. 


** Record 112, 113, 214-15, 265. 
™ Record 574. 
™ Record 572. 
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Commissioner Cox: And it is a good business invest- 
ment? 

Mr, Goldenson: Yes. 

Commissioner Cox: Do you think the color changes 
are good business investments? 

Mr. Goldenson: We do. 

Commissioner Cox: Do you think the projected studio 
complexes will be good income-producing investments? 

Mr. Goldenson: Right. We couldn’t serve the public 
unless we did all of these things.” *** 

“Mr. Goldenson: . . . I think you only have at the 
present time roughly 12 percent of your TV homes with 
color... . So you are not able to recover your full 
color costs as yet. Ultimately, I would think by 1968, 
you will.” 29° 


A close analysis of ABC’s financial condition reveals what 
one would expect of a company contemplating such expansion 
plans as good business investments before the proposed merget: 
ABC is fully able to finance all foreseeable expenditures.” 

The record with regard to the amount of ABC’s contemplated 
expenditures is replete with what most generously can be de- 
scribed as ambiguities. At one point in the hearing, in response 
to a request for an estimate of financing requirements for the 
next eighteen months or two years, the president of ABC said 
that “I would think that another $90 million dollars would be 
necessary.” 7” At another point, however, he said that “Over 
the course of the next three years .. . we will probably be 
called upon to spend approximately $70 million.” *°? There is 
a rather substantial disparity in these two estimates which 
might lead one to believe them guesses or fabrications. But let 
us pursue the financial plans further. After admitting that 
ABC could borrow $6 million more, and that revenues could 
finance part of the $70 million requirement, the ABC Presi- 


* Record 256-57. 

” Record 272. 

In fact ABC increased its quarterly dividend in the third quarter of 
1965 from thirty-five cents to forty cents a share. 1965 ABC Ann. Rep. 2. 
See discussion, infra. 

™ Record 213. 

™ Record 567. 
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dent said, “I think that we very well might need $50 million 
[from ITT].” ** 

Presumably this $50 million figure was derived from an esti- 
mate that ABC could only take $14 million from earnings over 
the next three years, to add to the $6 million it could borrow, 
to finance its planned expenditures of $70 million. This esti- 
mate, however, is entirely unrealistic. 

ABC earned $15.6 million in 1965, paying dividends of $7 
million and placing the surplus of $8.6 million in retained earn- 
ings. This brought ABC’s retained earnings as of the end of 
1965 to $62 million.* For the first nine months of 1966, ABC’s 
operating revenue has increased 12 percent.? This is consistent 
with the trend over the past five years, during which the oper- 
ating revenue has gone from $9.9 million in 1961 to $15.7 mil- 
lion in 1965.*** Should the increase hold for the final quarter of 
1966, the operating revenue for this year would be over $17 
million. It seems incredible, in view of this trend, to think that 
operating revenue will not increase still further in future years. 
But let us assume that it does not. 

If ABC were to continue to pay the same $7 million dividend 
for the next three years—not an unreasonable restraint for a 
company undergoing rapid expansion of facilities—it would 
have a surplus of $40 million for the four year period, 1966-69. 
This very conservative figure contrasts rather sharply with 
the $14 million estimated by the ABC President. 

ABC is limited by current debt instruments to borrow 50 
percent of its assets, Again there are ambiguities in the record 
as to how much ABC can borrow. ABC recently negotiated a 
loan of $25 million. At the time of the hearing it had received 
$12.5 million. It expected to receive the remainder before the 
end of the year.*” This would increase ABC’s debt to $92.5 mil- 


™ Record 570. 

1965 ABC Ann. Rep. 26. 

* Broadcasting, Oct. 24, 1966, p. 80. 

™ ABC—Past, Present and Proposed, app. at ii. filed by the parties on 
March 31, 1966 as Exhibit No. 1-3, Attachment H. ABC’s performance for 
1966 showed an increase of 13.5% (from $15.7 million to $17.9 million) in 
operating earnings and an increase of 16% (from $15.6 million to $18 
million) in total earnings, Broadcasting, Mar. 6, 1967, p. 68. 

** Record 213. 
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lion, but the record is quite unclear as to how much more could 
be borrowed. The President of ABC said that the company 
could only borrow $6 million more. But he also said that the 
value of assets, only 50 percent of which could be borrowed, was 
$200 milion.?° It was not clear whether the $12.5 million to be 
borrowed in 1966 was included in the $200 million. Even as- 
suming that it was, current indebtedness of $92.5 million would 
allow additional borrowing of $7.5 million before 50 percent of 
$200 million would be reached. 

Even if ABC were now within $6 million of its debt ceiling, 
the conclusion that it can only borrow that much more money 
to finance its expansion is ridiculous, yet that is the very con- 
clusion which the parties tried to give and the majority seems 
to accept. That $6 million itself, once borrowed, would presum- 
ably become assets and thus allow additional borrowing of $3 
million and then $1.5 million more and so on. And the very con- 
servative estimate of $40 million in surplus to be accumulated 
from 1966 through 1969 will become assets and thus allow ad- 
ditional borrowing of $20 million plus $10 million and so on.*”* 

It should be clear that, giving ABC the benefit of the doubt 
on every point, there is no basis whatsoever for concluding that 
the company could not finance its current needs for $70 or even 
$90 million over the next three years entirely from earnings and 
additional borrowing. Should earnings increase at the same rate 
over the next three years that they have over the last five, 
ABC could almost finance all its needs from retained earnings 
alone.**° 


™ Record 567. 

If borrowing is limited to fifty percent of the value of net assets, then 
this analysis is faulty. In that case all increases in debt would offset the 
consequent increases in gross assets so that net assets would remain con- 
stant. But a lending institution might rationally decide to limit borrowing 
of its creditors to fifty percent of gross assets or of net assets, This simply 
further emphasizes the deficiency of the record in this case, for we have 
no idea of the definition of “assets” which limits ABC’s further borrowing. 

™ The average rate of increase over the past five years has been 12.6 
percent, At that rate earnings would be $17.5 million in 1966, $19.7 million 
in 1967, $22.2 million in 1968, and $25 million in 1969. After dividends of $7 
million per year, this would leave a total of $56 million dollars out of the 
profits of the company which would be used for the contemplated $70 
million in expenditures. See also note 200, supra. 
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Additionally, of course, ABC could finance its plans by issu- 
ing additional common stock. When asked about this possi- 
bility at the hearing, the ABC President replied that it would 
be “highly undesirable . . . from our standpoint . . . [be- 
cause] it would be a dilution of our stock.” ™ It is difficult to 
see why such a stock issue would be any more a dilution of 
the stock than is the merger with ITT. In both cases the stock- 
holders end up with a smaller portion of a larger company. 
It is, however, not difficult to decipher Mr. Goldenson’s rea- 
sons for not favoring a large stock issue. Such a move would 
make stock available to the dissident stockholders who have 
been challenging ABC’s management.™* 


C. IT’S FINANCIAL COMMITMENTS TO ABC ARE ILLUSORY 


With the true state of ABC’s financial “needs” thus exposed, 
it becomes clear why ITT has assiduously avoided any but 
the most general and conditional financial commitments to 
ABC. 

This excerpt from a letter from ITT’s Geneen to ABC’s 
Goldenson in March 1966 sums up ITT’s “commitment”: 


“You can be assured that I will do my best to see 
that the financial resources of ITT, subject of course to 
approval in specific instances by the ITT Board of Di- 
rectors, are made available to ABC zf needed.” ™* 


My point in showing that ITT does not want to, and has not, 
made any financial commitment to ABC is not to argue that 
ITT management is somehow immoral or unreasonable or in- 
capable of serving the public interest. Not at all. It is only 
for purposes of evaluating the applicants’ showing that the 
merger will serve the public interest by making ABC finan- 
cially stronger. 

Had there been a real commitment it would have been rela- 
tively easy for applicants to make such a showing. Mr. Golden- 
son could have testified as to his five year projected estimates 


™ Record 569. 

™ See Part II, supra. 

™ Letter from Harold S. Geneen to Leonard H. Goldenson, March 28. 1966. 
[Emphasis added.} 
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of revenue and expenditure and resulting budgets. He could 
then have testified as to his desires to provide public service 
programming beyond the reach of his budget—say, five addi- 
tional public affairs specials during the 1967-68 season. He 
could have testified as to the net loss from such programming. 
Whereupon, ITT could have testified as to its commitment to 
pay for such programming wholly out of its own resources. Not, 
“T will do my best.” Not, “subject to approval by the Board.” 
Not, “if needed.” ITT could have provided a flat bankable com- 
mitment of funds to a specific public interest purpose that 
would not have been possible for ABC but for the merger. Such 
a course of testimony would have at least provided “some evi- 
dence” of public benefit from the merger. As it is there is no 
evidence, and this is because ABC can meet all its needs by 
financing easily within its range. 

The parties, in their own testimony, and in answer to Com- 
missioners’ questions, had numerous opportunities to clear up 
the matter of whether ITT did, in fact. have a specific commit- 
ment of funds to ABC for specific purposes. They failed to avail 
themselves of this opportunity. 

Mr. Geneen referred to the “general commitment” of the 
ITT Board on numerous occasions. Here is a sample of one of 
his stronger statements: 


“. . . the Board has already committed itself in prin- 
ciple, in a general commitment, and I think that I can 
speak for the Board in saying that they consider that a 
complete commitment.” 7 


It was, then, quite natural to question the only ITT Board 
member present as to the Board’s understanding of its specific 
commitment to ABC. 


“Commissioner Cox: Have you [the ITT Board] 
been able to evaluate the soundness of these proposals 
[by ABC for proposed expenditures] in broad outline? 

Mr. McCone [John A. McCone, member of the Board. 
ITT]: No, we have not. 


™* Record 571. See also Record 559, 561, 562; Letter from Harold S. Geneen 
to Leonard H. Goldenson, March 28, 1966; Letter from Harold S. Geneen to 
Ben F. Waple. Secretary, FCC, July 25, 1966. 
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Commissioner Cox: Or orders of magnitude of the 
sums mentioned by ABC as involved in these 
expenditures? 

Mr. McCone: No, sir. 

Commissioner Cox: Therefore, it has not been possi- 
ble for the Directors of ITT at this point to reach a 
judgment which would serve as the basis of any repre- 
sentation to the Commission that it would, in fact, 
authorize such expenditures? 

Mr. McCone: I could not at this time tell you, sirs, 
the various projects that Mr. Goldenson referred to have 
been studied in detail by ITT Directors.” **° 

The understanding of the ITT Board was shared by ABC’s 
Goldenson. 

At one point Mr. Goldenson had to be asked six times what 
was “ITT’s specific commitment to ABC of financial assist- 
ance” *** before providing anything other than the most evasive 
general answer. For the sixth time the question was repeated: 

“My question is, and I repeat it again, do you have 
a specific commitment from ITT, a specific commitment 
for a specific amount of money for a specific purpose? 
I think the answer is no.” 

At last Mr. Goldenson conceded, “The answer is no for a specific 
amount, yes.” 77 

At the eleventh hour of the hearing Mr. Geneen was still 
uttering the generalization “Our real commitment is to establish 
and support them as being a viable completely competitive net- 
work in programming facilities.” *** 

Not only did ITT fail to show how the public interest would 
be served if ITT funds were made available to ABC, it demon- 
strated rather conclusively that it did not want to make any 
commitment of funds to ABC, and would rather persistently 
resist efforts of Commissioners to elicit such a commitment. 

The difficulty of finding a meaningful commitment in the 
record is actually highlighted in those very passages that are 


™* Record 144. [Emphasis added.] 

™ Record 298; and see Record 297-301. 
*" Record 300; see also Record 280-81. 
™ Record 566; see also Record 280-81. 
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said by the majority to constitute a “$50 million commitment” 
by ITT to ABC. 

“Mr. Goldenson: Anything that we cannot realize 
through the form of loans or earnings up to $120 million 
that we outlined in a letter to Mr. Geneen, and he in 
turn cleared with his Board, would be available in back- 
stopping us. 

Commissioner Johnson: You indicated you planned 
to spend about $70 million during the next three years. 

Mr. Goldenson: Yes. 

Commissioner Johnson: Now, is it the case that only 
$6 million of that could be acquired by you without the 
assistance of ITT? 

Mr. Goldenson: We are up to the full borrowing 
power, except for an additional $6 million. 


Commissioner Johnson: Now, do you feel, therefore, 
that you have a commitment at this point from Mr. 
Geneen for, let us say, $64 million over the course of the 
next three years that would not otherwise have been 
available to you? 


Mr. Goldenson: If we require it. 

Commissioner Johnson: Do you think you will require 
it? 

Mr. Goldenson: I don’t think that we will require that 
much, no. We will be able to flush out 2 certain amount 
of money through our own earning power, over and 
above the dividend we are required to pay. 

Commissioner Johnson: Do you think you would 
need $25 million? 

Mr. Goldenson: I think that we very well might need 
$50 million. 

Commissioner Johnson: Do you feel you have a com- 
mitment from Mr. Geneen for $50 million? 

Mr. Goldenson: Yes, I do. 

Commissioner Johnson: Mr. Geneen, do you feel that 
you have made a commitment to Mr. Goldenson of $50 
million over the next three years? 
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Mr. Geneen: I certainly do, and I think we have made 
a commitment in the sense that if he needs it and wants 
2t—I don’t think the $120 million is the limit.” =? 
This is but a portion of a substantial discussion, principally 
with Mr. Geneen.**° And no matter how the question is ap- 
proached, inevitably one is confronted with the realization that 
it will be ITT, of course, that will make the judgment as to 
what ABC’s “needs,” even “wants,” may be. Moreover, ITT 
knows well what we have just demonstrated: absent a catas- 
trophe, ABC will need no funds from ITT. 

This was what the record contained when we received Mr. 
Turner’s final letter. That letter revealed ITT’s own estimate 
of ABC’s need for funds in the next several years. Having re- 
ceived it, it is beyond my comprehension how the majority 
could have written the opinion which it has. Mr. Turner 
writes: 

“ITT’s estimates indicate that ABC’s earnings growth 
rate over the next five years would be 16%. More im- 
portantly, it was anticipated that after capital expendi- 
tures and debt repayment, and assuming ABC continues 
in third place it would yield a cash flow approaching 
$100 million between 1966 and 1970, to be available for 
reinvestment outside the television business.” 222 
ABC does not need capital. ITT does not intend to give it any. 
Indeed, like NBC’s early support of RCA,?*7 it appears that ITT 
is banking on the odds that ABC can be counted upon to pro- 
vide ITT with some $100 million over the next five years— 
perhaps for further expansion-through-acquisition by ITT. 


>° Record 568-70. [Emphasis added.] 

™ Record 557-75. 

= Letter from Donald F, Turner to Chairman Rosel H. Hyde, Dec. 20, 1966. 

«The company [RCA] was ten years old [in 1930] and still a mere sales 
agency for GE and Westinghouse . . . when the roof fell in. Sarnoff needed 
money to keep RCA in business and NBC had to pull its weight in the boat 
and more. Its profits from 1931 on helped the parent company. ... The 
Depression alone would have driven Sarnoff to unleash the advertisers, but 
the CBS performance [sales increased from $5 million in 1929 to $19 million 
in 1934] made it imperative for NBC to make the best Possible showing on 
the balance sheet. And that way lay the ‘wasteland.’ ” 

Dreher, How the Wasteland Began: The Early Days of Radio, The 
Atlantic Monthly, February, 1967, pp. 53, 58. 
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V. Conciusion: THE Mercer Finps No JusTIFICATION IN 
THE OPINION OF THE MAJORITY 


In conclusion: I dissent. 

I believe the procedural and administrative process by which 
the Commission has resolved this case to be inadequate to the 
magnitude of the issues involved. I believe its inadequate and 
hasty handling of the case have—unnecessarily, and to some 
extent unjustifiably—created an appearance that has called 
into question the integrity of the Commission’s process. I be- 
lieve these procedures have also adversely affected, in fact, the 
substance of the Commission’s evaluation of this case. 

We have just passed upon the largest transfer of broadcast 
properties in the history of the industry. We have done it with- 
out adequate information, without adequate articulation of 
the relevant public interest standards, without subjecting the 
allegations and reasoning of the applicants to the scrutiny of 
adversary process. Under these circumstances it is not surpris- 
ing to me that the opinion of the majority leaves much to be 
desired. 

As a final summary and conclusion I wish to examine that 
opinion. Its analysis is necessary to my opinion anyway, and 
it provides a useful vehicle for reviewing the substantive and 
procedural chuck holes in the road we have just traveled 
together. 

This case involves the largest transfer of broadcast prop- 
erties in the history of the world. It is probably the most im- 
portant this Commission will confront in the foreseeable future. 
If my estimate is at all accurate, then the majority opinion is 
indeed a remarkable document. For the opinion stands as little 
more than an unconvincing rationalization for the quite ade- 
quate procedures used in this case, which, to date, have un- 
earthed facts clearly insufficient to justify the proposed 
merger. 

I will start with a review of the procedures and then pass to 
the primary deficiencies from which the majority’s opinion 
suffers. 


278-719 6765 
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A. PROCEDURE 
1. The Hearing 


The Commission’s usual procedure, when an application for 
transfer is received, is to decide, on the basis of a staff review 
of the issues involved, whether to approve the transfer or set 
the application for a full evidentiary hearing in which all rel- 
evant issues can be thoroughly explored. An application can- 
not normally be denied without full hearing. Hearings are rare 
and denials rarer. Often the scheduling of a hearing will cause 
the application to be withdrawn. 

The hearing is usually concerned with such things as the 
transferee’s financial and technical qualifications, or whether 
the station being transferred will have overlapping contours 
with one already owned by the transferee. Seldom is the char- 
acter of the transferees called in question. One notable excep- 
tion was the transfer of the earlier ABC’s properties to the 
merged ABC-Paramount in 1953. On that occasion, because 
of possible antitrust violations by Paramount, a number of 
character issues were set for hearing. 

But whether the issue be financial, technical or character, 
the virtue of an evidentiary hearing is that the Commission’s 
staff has a chance to cross-examine all witnesses supporting 
the transfer and to offer evidence in rebuttal of the case made 
for transfer. 

It is the most elementary assumption of our legal system 
that either side of many controversies can be made to seem 
reasonable and accurate if only the proponents of that side 
are allowed to present arguments and evidence. Only when 
both sides of a controversy are given full opportunity to pre- 
sent a case before an impartial tribunal do we have a degree 
of faith in the eventual resolution. This is what is called an 
adversary proceeding; upon it our legal system has staked a 
great deal. 

The procedures employed in this case disregarded the vir- 
tues of an adversary proceeding in all but the most insignifi- 
cant ways. For all practical purposes we had only one side of 
the present controversy presented. 

Instead of setting this case for an evidentiary hearing be- 
fore a hearing examiner it was decided to allow the principals 
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to the proposed transfer to present their case to the Commis- 
sion sitting en banc. To this procedure I have not the slightest 
objection. It has all the advantages the majority cites and 
perhaps more. The manner in which it was carried out was, 
however, sorely deficient. 

The Commission’s hearing order contained this remarkable 
statement: 

“The Commission’s Broadcast Bureau and Common 
Carrier Bureau will participate in the oral hearing. The 
Commission anticipates that both Bureaus will, in mat- 
ters under their respective jurisdiction, raise all perti- 
nent questions of law and policy so that we may have 
a complete record before us.” *** 
In perfect accordance with the Commission’s instructions, one 
member of the Broadcast Bureau appeared at the hearing and, 
in testimony occupying but 29 of the 607 pages of the hearing 
record, raised the issues with which the Commission should 
be concerned.*** These issues, I am afraid, were apparent to 
all and had been fully raised in Commissioner Bartley’s dis- 
sent to the original hearing order.*** 

What was needed was a thorough exploration of the factual 
underpinnings of both sides of the case. We did have the most 
complete presentation of the factual support of one side—but 
only one. There were presentations by Presidents of both ABC 
and ITT. A second officer of ABC spoke briefly. Extensive pres- 
entations were made by a lawyer for ABC and another for 
ITT. Still another lawyer for ITT spoke on the antitrust as- 
pects of the case. A director of ITT presented evidence and 
opinion. And an economist hired by ITT testified on the eco- 
nomic implications of the merger. There was no cross-examina- 
tion and no opportunity for cross-examination of any of these 
witnesses by the sole testifying member of the Commission’s 
staff or by any other staff member. No expert was called to 
rebut any of the evidence presented by the parties to the mer- 
ger. There was no opportunity for such presentation. The only 
test to which the proponents’ case was put was examination 


™ American Broadcasting Cos. 4 FCC 2d 709, 711 (1966). 
™ Record 9-19, 184-202. 
™ American Broadcasting Cos. 4 FCC 2d 709, 711 ( 1966). 
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by the three Commissioners who evidenced some concern with 
the merger and its potential effect upon the nature of broad- 
casting in this country. 

Commissioners and their staffs have a fulltime job keeping 
up with the voluminous workload with which the Commission 
is regularly called upon to deal. Each Commissioner is entitled 
to one legal and one engineering assistant. To expect more than 
a surface exploration of the vital issues in this proposed merger 
to have resulted from placing the burden of investigation and 
analysis on the Commissioners and their staffs is to mock the 
gravity of the issues involved. 

Nothing more than what has happened could have been ex- 
pected. Entire areas of relevant concern were barely touched 
in the hearing, and the resolution of very serious issues is now 
rested on vague and largely irrelevant assurances of interested 
parties. It may be that “it is the judgment of the majority of 
the Commission that the procedure followed in this case was 
extraordinarily painstaking and thorough and the most ade- 
quate in the circumstances of this case that our ingenuity could 
devise.” *** I cannot speak for the majority’s ingenuity. It does 
seem to me, however, that the simple expedients of issuing 
instructions to the Commission’s staff to thoroughly investi- 
gate all potential adverse effects of the merger, cross-examine 
and present rebuttal evidence would have been more “thor- 
ough” and worthy of being called “adequate.” 

2. Post Hearing Procedures 

The course of events since the hearing demonstrates both the 
inadequacy of the record developed at the hearing and the lack 
of genuine concern which the majority evidences for a thorough 
exploration of the issues. Subsequent to the hearing, research 
by the offices of the Commissioners now dissenting revealed 
that the hearings on the passage of the 1934 Communications 
Act demonstrated very serious Congressional concern with the 
possibility of foreign influence on American broadcasting sta- 
tions. The very company here seeking to control ABC, Inter- 
national Telephone and Telegraph, was the primary object of 


™ Majority opinion, supra. 
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this Congressional concern.”*7 An examination of the record 
in this case revealed a woeful dearth of facts with regard to 
ITT’s foreign operations. The three Commissioners who now 
dissent therefore proposed to send additional queries to ITT 
with regard to its foreign involvement. Because the hearing 
was over, the answers could not, of course, be subjected to cross- 
examination or even rebuttal, but at least the answers would 
provide some additional information. The majority which now 
approves the merger would have no part even in asking for the 
additional information. Therefore, in probably unprecedented 
action, queries were sent to ITT over the signatures of only 
three of the seven Commissioners.2*8 

An even more egregious example of the stampeding proce- 
dures used to push this merger to consummation is provided 
by the manner in which it was approved. Hours before the final 
vote, we received a letter from tthe Antitrust Division which 
revealed that the Division was aware of a great deal of relevant 
information which this Commission did not have. It was our 
clear duty to ask the parties to provide all information which 
had been supplied to the Justice Department and to carefully 
consider that information. Approval of the merger obviously 
foreclosed that possibility. 


B. SUBSTANTIVE CONSIDERATIONS 


1. The Antitrust Laws 

Section 7 of the Clayton Act prohibits mergers where the 
effect may be to substantially lessen competition or tend to 
create a monopoly. 

The majority deals quite persuasively with the two Section 
7 problems which do not exist. The two parties do not compete 
directly, so no anticompetitive effects of a “horizontal” nature 
(present competitiors in the same line of business) will result. 
Likewise, the present “vertical” relationships (buyer-seller) are 
of such relative insignificance in terms of the markets involved 


=" Hearings on S&. 2910 Before the Senate Committee on Interstate Com- 
merce, 73d Cong., 2d Sess, 118-35, 160-73. See note 22. supra. 

™ Letter from Commissioners Robert T. Bartley, Kenneth A. Cox, and 
Nicholas Johnson to Mr. Harold S. Geneen, Nov. 2, 1966. 
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that there will be no substantial anticompetitive effect there 
either.**° 
The majority does not even mention the possible deterrent 
effect which this merger might have on others who would wish 
to start a network or simulate services which networks provide. 
As I have said, this deterrent effect is potentially so substantial 
that it may even cause the merger to violate Section 7.°° In 
any case it is worthy of some attention. The majority gives 
it none. Likewise the potential for ITT’s entry into networking 
over the air or via CATV is ignored by the majority, as is the 
potential impact of ITT as a leader in communications 
technology. 
2. ABC’s Ability to Compete with the Other Major Networks 
I have set out at great length the reasons for believing that 
ABC’s competitive position cannot be improved by this mer- 
ger.**" It can meet its capital requirements without the merger, 
and only more and better affiliates can truly affect its competi- 
tive stance. The majority apparently disagrees with one or 
both of these propositions. What bothers me more than its dis- 
agreement is the absence of any credible evidence or analysis 
to support its disagreement. 
The majority opinion states that: 
“In the absence of the financial assistance that it will re- 
ceive from the proposed merger it appears that ABC will 
be at a substantial competitive disadvantage and will be 
handicapped in its efforts to provide the programs and 
services to the public that it seeks to provide.” #7 
Such a conclusion simply has no support in the record whatso- 
ever except for bald and general assertions by interested parties. 
ITT, according to Justice Department information, does not 
reach such a conclusion.*” Why must the majority? 
It is not strange that ITT made no firm commitment of 
money to ABC. The best the record can support is that ITT 


™ Future sales of advertising by ABC to ITT might be more substantial, 
but the majority ignores this possibility. 

= See Part III, A., supra. 

= See Part IV, supra. 

= Majority opinion, supra, 

=3 See Letter from Donald F. Turner to Rose] H. Hyde, Dec. 20, 1966. 
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will supply $50 million dollars to ABC over the next three years 
if ABC needs that money—stated more bluntly. if /7T chooses 
to conclude that ABC should have some of ITT’s resources. Of 
course ABC could go bankrupt tomorrow, or do something so 
foolish as to require additional capital. But ITT knows what 
all but this Commission’s majority can see so well. Any im- 
provement in ABC’s overall competitive performance is de- 
pendent on the general acceptability of UHF. Changes in 
program expenditures will be irrelevant and have not been 
planned. All contemplated expenditures can be financed by 
ABC alone. ITT is betting that ABC will improve its com- 
petitive position because of UHF development. ITT chose to 
merge in anticipation of profits, and the opportunity they pro- 
vide for further acquisitions—not out of a desire to compete 
with the Ford Foundation in funding non-commercial broad- 
casting. 

It is shocking to find in the majority opinion the attempt to 
picture ABC as a struggling company: “free competition can- 
not long survive if one such operation is losing money while 
others are profiting.” *** As I have pointed out, ABC is thriving, 
with net profits of $15,700,000 in 1965—7.1 percent of total 
revenues and 100 percent of the depreciated value of its tangi- 
ble property. It is only because the broadcasting division of the 
parent is internally divided into separate accounting units for 
the network and the several broadcasting facilities that it is 
possible to demonstrate a loss in any part of the company.**> 
The statement that “Program expenses have . . . during re- 
cent years ... increased more rapidly than revenue for 
ABC” *** is highly misleading. It is partially true only of the 
network considered separately from the stations and other parts 
of the corporate structure. Even then it is true only for the past 
three years, not for 1965 alone, the last twelve months for 
which figures are available. 

The majority’s statement that “Commitments made under 
existing loan agreements limit further borrowing by ABC to 
$6 million,” while understandable in view of the ambiguous 


™ Majority opinion, supra. 
™ Record 96. 
** Majority opinion, supra. 
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and misleading representations by company officials during the 
hearing, as we have seen, is inaccurate.*” Existing loan agree- 
ments limit borrowing to 50 percent of the gross value of assets. 
Current borrowing is $6 million short of half of the value of 
present assets. All additional permanent assets, acquired 
through expenditure of profits, would raise the borrowing 
limit.?** The superficiality of the hearing is well illustrated by 
the fact that we have no precise figure of the borrowing which 
ABC could reasonably be expected to undertake without ap- 
proaching the contractual limits on its debt instruments. Con- 
sidering that a large part of any profits earned will undoubtedly 
be devoted to permanent assets, the figure of $6 million is 
clearly too low. In addition, of course, issuance of stock by 
ABC presumably could be used to finance foreseeable expendi- 
tures. 

In short there is no credible evidence either that ABC has 
changed its expansion plans because of the merger or that ABC 
will not be able to do everything it has previously planned with- 
out the merger. The majority has built its supposed justifica- 
tion for the merger of little more than straw—straw, I might 
add, which the parties themselves have discarded. 


C. DANGER OF EFFECTS ON PROGRAMMING ADVERSE TO THE PUBLIC 
INTEREST 


The majority’s opinion is perhaps most inadequate in its fail- 
ure to address the potential dangers inherent in this merger. 
The subject is introduced with a hopeful recitation: 

“Thorough, fearless and unbiased collection, dissemina- 
tion and analysis of news is, we think, crucial to a free 
society. There is widespread and growing reliance of the 
public upon broadcast sources of news and news commen- 
tary and upon public affairs programming and other kinds 
of informative programming.” **° 

But this is the only attention given in the opinion to this inter- 
est “crucial to a free society.” The possibiltiy that ITT’s foreign 
interests, defense, space or other business interests might in- 


= See note 209, supra. 
™ See Part IV, B., supra. 
* Majority opinion, supra. 
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fluence ABC programming is discounted on the basis of ITT 
officials’ self-serving assurances that ABC’s editorial staff will 
be accorded full independence. I can only repeat once more 
that such assurances are logically irrelevant to the real problems 
involved in this merger: the subtle pressures to avoid jeopard- 
izing the interests of a parent conglomerate which necessarily 
are felt by the employees of a broadcasting subsidiary of that 
parent. 

Admittedly many of our prominent licensees are large con- 
glomerates. A few are even larger than ITT. But these control 
but one, or a few, radio or TV stations. Here we are concerned 
with control of a radio and a TV network, as well as seventeen 
licensed broadcast properties. Westinghouse Electric Corpora- 
tion is a large conglomerate and holds a large number of station 
licenses. But there can be no comparison between the impact of 
programming by Westinghouse and that by the ABC network. 
Furthermore, of all the large American corporations there are 
few whose particular business interests are so clearly of the type 
which should not be joined with major broadcasting facilities 
as are those of ITT—a company whose income is derived in 
largest measure either from foreign subsidiaries or from domes- 
tic space and defense contracts. Searcely a day goes by during 
which ITT’s economic interests are not affected by some big 
news event at home or abroad. 

Despite the majority's protestations that the issues in this 
case have long ago been resolved there is only one example of 
a licensee whose business interests and broadcast properties 
present a situation in any way comparable to that which we 
create by this merger. That is the case of RCA’s ownership of 
NBC. That ownership, however, antedated this Commission's 
existence and occurred by internal expansion, not merger. It 
certainly cannot be cited as excuse for allowing a second net- 
work to come under the control of a similar company. To say 
that. since RCA owns NBC, ITT must be allowed to acquire 
ABC, is to say that things are so bad there is no point in doing 
anything now to stop them from getting worse. I, for one. can 
see great virtue in having only one-third rather than two-thirds 
of the major networks owned by conglomerate electronics cor- 
porations heavily engaged in domestic defense and space work 
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and in foreign countries. Perhaps we should consider requiring 
RCA to divest itself of NBC, but nothing could be more absurd 
than the majority’s suggestion that “We could not in good con- 
science forbid ABC to merge with ITT without instituting pro- 
ceedings to separate NBC and RCA.” **° Rules of law with only 
prospective effect are common. This Commission itself recently 
proposed a rule, with members of the current majority in con- 
currence, which would forbid future acquisition of more than 
three large television stations by any owner but would not force 
divestiture by any of the several current owners thus 
situated.*"* 

And so we come to the end of what has been for me an event- 
ful introduction into the issues of broadcast ownership in Amer- 
ica. If the merger is to come about I can only hope that the 
concerns I feel will prove groundless. But whether they do or 
not, I have no question that the exercise has been worthwhile. 
Many have participated in this case. Many more have, and will 
reflect upon it. The experience cannot help but produce a 
greater awareness on the part of all Americans of their respon- 
sibility for the integrity of the public’s media in a society of 
free men. 

APPENDIX A 


DEPARTMENT OF JUSTICE, 
Washington, December 20, 1966. 
Honorable Rossy H. Hyps, 
Chairman, Federal Communications Commission, 
Washington, D.C. 

Dear Mr. CHarrman: As I informed you in my letter of 
November 3, we have been conducting an intensive study of 
the possible effects of the proposed acquisition by International 
Telephone & Telegraph Corporation (“ITT”) of American 
Broadcasting Companies, Inc. (“ABC”). I also stated that our 
analysis as of that date suggested “a sufficient possibility of 
significant anticompetitive effects to indicate that substantial 
antitrust questions are presented.” It was therefore necessary 

™ Toid. 

2 FCC 64-1171, 3 RR 2d 909 (1964). 
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for us to continue our investigation and review of this extreme- 
ly complex matter before coming to any final determination. 

On the basis of the information currently available to us, we 
have reached the following conclusions: 

(1) There are several anticompetitive consequences that 
may possibly flow from an ITT-ABC merger, effects which 
might conceivably be substantial. 

(2) The possibilities of such anticompetitive consequences 
seem sufficiently speculative that we are not presently con- 
templating an action under the antitrust laws to enjoin con- 
summation of the merger. 

(3) On the other hand, we believe the possibilities of adverse 
effects are significant enough that we should call them to your 
attention, and that they deserve full and serious consideration 
by the Commission in making its determination whether, in 
light of these and other pertinent factors, the acquisition of 
ABC by ITT would serve “the public interest, convenience and 
necessity.” 

Let me briefly summarize the aspects of this merger which 
concern us and would also be of concern to the Commission. 

In reviewing the proposed merger, we concluded that it is in 
the broadcasting industry and related fields that signfiicant 
competitive effects may be discernible. The concentration of 
control in three networks over access to the principal stations 
and their audiences places a high premium on possible develop- 
ments which would dilute network power. Accordingly we have 
inquired into potential effects of this merger in diminishing 
independent activities by ITT in broadcasting, in CATV and 
other fields competitive with broadcasting, and in the develop- 
ment and application of communications technology and equip- 
ment which open the broadcasting field to others. 

Our investigation indicates that ITT, which characterizes 
itself as one of the world’s leading suppliers of electronics and 
telecommunications products and services, has been seriously 
interested in entering the domestic broadcasting business. It 
considered the possibility of acquiring one or another of the 
national networks, various television station groups, and in- 
dividual stations. ITT’s entry into broadcasting by station 
ownership, an alternative to the ABC acquisition, would have 


1014 


given it a base for subsequent independent entry into the net- 
work business. While other group-station owners have not at- 
tempted network operation, most lack ITT’s resources. Hence 
the possibility of such an entry by ITT cannot be dismissed. 

ITT’s interest in broadcasting is also shown by its interest 
in the CATV business. Commencing in 1965 it invested almost 
$7 million in construction and ownership of CATV systems. 
Among the possibilities contemplated were expansion of this 
investment, pay-TV operations, and creation of a network link- 
ing whole areas of local CATV’s franchises. ITT’s interest in 
these possibilities and efforts in this field apparently ceased 
after it agreed on merger with ABC—a sequence which indi- 
cates a possible cause-and-effect relationship. 

The importance of ITT’s independent entry into broadcast- 
ing, via standard or CATV net working, of course depends upon 
the number of other potential entrants likely to come in on a 
comparable scale—a subject as to which presently available 
information is sketchy. 

A broader problem may arise from the integration of a large 
important communications technology and equipment firm 
with an existing network. It appears probable that the develop- 
ment and application of new technology in communications 
will tend to dilute the power of the existing networks and re- 
duce barriers to entry in the broadcasting field. For example, 
CATV is now recognized as competitive or potentially com- 
petitive with the existing system of TV broadcasting. CATV 
systems can reduce the disparity in signal quality between VHF 
and UHF, and can dilute the power of the local stations and 
the networks by bringing in additional channels and by origi- 
nating their own programming. Predictions have been made of 
a national microwave-coaxial cable network which would 
deliver broadcast entertainment and many other services (fac- 
simile reproduction, data, banking and shopping services) to 
the home. The result of this development—which corresponds 
to the possibility of an interconnected grid of CATV systems 
contemplated by ITT—would be to bypass the barrier of the 
existing limitations on local stations and to eliminate the pres- 
ent network power arising from such barriers. Similarly, an- 
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other technological development, satellite transmission of pro- 
grams, will make available more and cheaper channels. One of 
the ultimate possibilities envisaged is direct satellite transmis- 
sion to the home listener which would bypass local stations, 
thereby eliminating that limitation on entry into network 
broadcasting. ITT’s commitment to a heavy investment in an 
existing network may blunt its efforts in developing the tech- 
nology for competitive broadcasting methods. 

Communications technology is now in a highly dynamic state 
and it is not possible to predict with confidence the future 
means of broadcasting transmission and reception and their 
impact upon the broadcasting industry. It may be that innova- 
tion in communications technology will not be threatened be- 
cause of adequate competition in the latter field. But one of 
the networks, NBC, is already integrated with a leading sup- 
plier of technology and equipment. Approval of the present 
merger may lead to a similar transaction involving CBS. Other 
firms in the communications field have investments in broad- 
cast stations. It is probable that heavy commitments of com- 
munications firms in the existing structure of broadcasting give 
them an interest in retarding the pace of the development and 
application of technology which would lead to more competi- 
tion in broadcasting. 

There are other potential competitive effects of this merger 
which give rise to some concern. Networks unintegrated with 
common carriers or equipment manufacturers are more likely 
to bargain down the price of transmission services and equip- 
ment. While they do this in order to increase their own reve- 
nues or reduce costs, the effect may be to lower barriers to entry 
for other potential networks—a recent example was ITT’s 
coverage of the Gemini “splash-downs” from its mobile ground 
station on naval vessels, which was the subject of acomplaint by 
the networks before the FCC. 

Moreover, it is possible that the acquisition of a network by 
a large diversified industrial concern may adversely affect the 
sources of revenue and the viability of new networks because of 
the placement of the firm’s own advertising and because of the 
possibility of reciprocal dealings and leverage on other adver- 
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tisers. ITT is now a substantial purchaser from important ad- 
vertisers, and the intended expansion of its domestic business 
activities will increase the scale of such purchases. Conversely, 
the availability of advertising time on its own network to an 
enterprise like ITT, increasingly involved in consumer goods 
and services, may give it an advantage over its competitors in 
those fields by enabling it to take advantage of unsold adver- 
tising time. 

Our investigation has also led us to examine claims made that 
the acquisition is needed to assist ABC in its competition with 
the other two major networks. We have found little to support 
these claims. While ABC has been the weakest network in cover- 
age and revenues, the company has steadily narrowed the gap 
and its overall broadeasting operations have been profitable. 
Additional capital is desired by ABC for certain projected ex- 
pansions, but it has not explored other sources of financing and 
did not initiate the proposed merger with ITT. ITT’s estimates 
indicate that ABC’s earnings growth rate over the next five 
years would be 16%. More importantly, it was anticipated that 
after capital expenditures and debt repayment, and assuming 
ABC continues in third place, it would yield a cash flow ap- 
proaching $100 million between 1966 and 1970, almost all of 
which was thought by ITT to be available for reinvestment 
outside the television business. 

As this brief review indicates, the ITT-ABC acquisition 
raises possibilities of significant competitive problems. So far 
as we are aware the Commission has not had before it infor- 
mation with respect to ITT’s consideration of entry into the 
CATV business, its estimate of ABC’s prospects, and the fu- 
ture impact upon broadcasting of potential technological de- 
velopments. Because of the uncertainties inherent in predicting 
developments in these rapidly changing areas, we cannot con- 
clude on the basis of the facts presently available to us that 
the competitive effects are sufficiently determinable to make 
it appropriate for the Department of Justice to institute suit at 
this time under Section 7 of the Clayton Act. We suggest, how- 
ever, that these anticompetitive possibilities warrant serious 
consideration by the Commission in its pending proceeding 
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since in applying the public interest standard of the Communi- 
cations Act, the Commission is obliged to consider the com- 
petitive aspects along with other public interest issues. 

We regret that the complexity of this problem has obliged us 
to delay until now this submission of our views. 

Sincerely yours, 
Downatp F. Turner, 
Assistant Attorney General, Antitrust Division. 


APPENDIX B 


CHRONOLOGY AND Documents INDEX 


Dec. 3, 1965: The impending merger of ABC and ITT is re- 
ported in the New York Times. 

Feb. 14, 1965: ABC and ITT enter into the merger agreement. 

Mar. 31, 1965: The applications for assignment of license and 
transfer of control are filed with the Commission by ABC. 
These applications included: detailed applications for each 
of the stations; an exchange of letters between Mr. Geneen 
and Mr, Goldenson (Mar. 18, 1966 and Mar. 28, 1966) de- 
tailing the understandings between the two companies as to 
the relationship of the parent and subsidiary; ABC organiza- 
tion charts; ABC program standards and policy statements; 
a description of ABC-owned radio and TV stations and their 
organizational relationship in the company; a narrative his- 
tory and analysis, “ABC—Past, Present, and Future”; finan- 
cial data on the relative positions of CBS, RCA, ITT, ABC, 
and ITT-ABC; Proxy statements of ABC and ITT (both 
dated Mar. 25, 1966); ITT’s and ABC’s 1965 Annual Re- 
ports; a listing of ABC’s tangible property used in broad- 
casting; ITT-ABC Statement of Incorporation and Bylaws; 
proposed Boards of Directors for the new ABC and ITT as 
well as the other business interests of those directors; inter- 
locking broadcast interests of-eéftain stockholders and the 
proposed remedies. 

Apr. 14, 1966: The ABC-applications are accepted for filing by 
the Commission. 

May 11, 1966: A petition to deny the applications is filed by 


1018 


Hubbard Broadcasting, Inc., alleging that since its AM sta- 
tion (KOB, Albuquerque, N.M.) is embroiled in a dispute 
with ABC’s WABC (New York), and WABC’s license has 
not been renewed, WABC has nothing to transfer, and to 
effect any transfer would prejudice Hubbard’s rights in the 
proceeding. 

June 8, 1966: Letter from FCC Chairman Rosel H. Hyde to 
Assistant Attorney General (Antitrust) Donald F. Turner 
asking to be kept informed of the Division’s studies and 
conclusions. 

June 21, 1966: Letter from Donald F. Turner to Chairman 
Rosel H. Hyde acknowledging that the Division was examin- 
ing the merger. 

June 30, 1966: Letter from Rosel H. Hyde to Donald F. Turner 
saying the Commission planned to take up the merger very 
shortly and asking when the Division’s views would be avail- 
able. 

July 20, 1966: By a 4-2 vote letters are sent to Mr. Harold S. 
Geneen (President, ITT) and Mr. Leonard Goldenson 
(President, ABC) asking for further information on the fi- 
nancial resources ITT plans to provide ABC, and the ques- 
tion of autonomous operation of ABC as an ITT subsidiary. 

July 25, 1966: Mr. Geneen and Mr. Goldenson reply to the 
Commission on the above questions. 

July 27, 1966: Letter from Donald F. Turner to Rosel H. Hyde 
saying that the Division’s views will not be available for 
for some time, but that the complexity and importance of 
the issues precludes hasty conclusions. 

Aug. 18, 1966: The Commission orders an oral, en banc hearing. 

Sept. 5, 1966: The Commission announces the order of ap- 
pearances and amount of time to be used at the oral hearing. 

Sept. 7, 1966: ABC and ITT file further evidence in the pro- 
ceeding including: ABC station facilities; competition faced 
in markets with owned stations; audience and financial com- 
parison of network affiliates in TV and radio; ITT products 
and services, purchases from ABC, U.S. TV advertising, 
media advertising, executive turnover, and an analysis of 
other present and potential corporate dealings between ABC 
and ITT. 
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Sept. 19-20, 1966; Commission holds oral hearing on the pro- 
posed merger. Transcript record of hearing is prepared. 

Oct. 6, 1966: Letter from Robert Bennett (Legal Assistant to 
Commissioner Johnson) to Mr. Marcus Cohn (Counsel for 
ITT) requesting copies of Mr. Geneen’s recent speeches and 
statements. 

Oct. 10, 1966: Mr. Cohn’s reply, including 12 speeches and 
statments of Mr. Geneen. 

Oct. 25, 1966: Letter from Rosel H. Hyde to Donald F. Turner 
saying the Commission would probably make a decision soon 
and reminding him of the Commission’s continuing liaison 
and interest in receiving any Division views on the merger. 

Nov. 2, 1966: Letter from Commissioners Bartley, Cox, and 
Johnson to Mr. Geneen asking for further information on 
ITT’s foreign interests including: a list of subsidiaries, direc- 
tors, stockholders; joint ventures and.agreements; contracts: 
a list of confiscations; foreign shareholdérs.in ITT with larg- 
est interests; employees whose duties includeViiaison with 
foreign governments; and any significant litigation jinvolving 
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Nov. 3, 1966: Letter from Donald F. Turner to Rosel H. Hyde 
saying that the Division’s intense study is not complete, but 
that substantial antitrust questions are present. 

Nov. 17, 1966: Mr. Geneen replies to the letter of Nov. 2 from 
three Commissioners, including the requested material, of 
which the listing of foreign stockholders is denominated 
confidential. 

Nov. 23. 1966: Letter from Commissioners Cox and Johnson to 
Mr. Geneen asking for further information on ITT’s foreign 
operations including: its Chilean contracts; foreign subsidi- 
aries with ITT minority interests; foreign licensing. sales 
and franchise agreements; government liaison and testimony 
to government bodies; its Cuban subsidiaries: ITT state- 

. ments on expropriation and foreign investment: a country- 
by-country breakdown of assets and investments; the gov- 
ernment’s reason’s for expropriating ITT property; a narra- 
tive on how ITT would deal with a conflict between ITT's 
foreign interests and ABC’s independence of news presenta- 
tions. 


1020 


Dec. 8, 1966: Mr. Geneen replies to the letter of November 28, 
including material on the Chilean contracts; and licensing, 
sales and franchising agreements which were denominated 
confidential. 

Dec. 19, 1966: Assistant Attorney General (Criminal) Fred M. 
Vinson replies to the FCC General Counsel’s letter of the 
same date stating that neither the Department nor a grand 
jury had found evidence to support prosecution of the allega- 
tions that ITT official had violated the Corrupt Practices 
Act. 

Dec. 20, 1966: Letter from Donald F. Turner to Rosel H. Hyde 
analyzing the public interest and antitrust issues of the mer- 
ger. This letter is set forth in full as Appendix A. 

Dee. 21, 1966: Mr. Marcus Cohn (ITT Counsel) files rebuttal 
letter to December 20 letter of Mr. Turner. 

Dec. 21, 1966: The Commission grants the applications and 
issues the opinions of which this Appendix is a part. 


